The 


Controller 








VOL. VII 


JUNE, 1939 





Lditortal Comment 


Ye developments during the past month are 
noted, which have an important bearing on con- 
trollership. First, public practitioners of accounting 
through their national professional organization, 
the American Institute of Accountants, took a stand 
with respect to public auditing procedures, advocat- 
ing an extension of the field of work to be done by 
public accountants, under certain conditions, with 
increased fees; and Honorable Robert E. Healy, of 
the Securities and Exchange Commission, in a public 
address stated that he believes controllers to be bet- 
ter equipped than public accountants to check and 
report on the accounting, recording, inventory, and 
other procedures of their companies, as well as 
financial results, and that the responsibility for the 
making of correct reports rests on the controllers. 
There is the picture. It tells its own story. 

The details of the two developments are pre- 
sented in this issue of THE CONTROLLER; the text of 
a resolution adopted by the Council of the American 
Institute of Accountants, its governing body; and 
the text of the address by Commissioner Healy in 
Cleveland, on May 15. 

The part that public accountants have in helping 
to make the wheels of business run smoothly is not 
minimized by controllers, who cooperate fully and 
freely with public practitioners, and have a friendly 
sympathy with them over their problems. 


Editorial Comment 


Responsibility for Adequate Reports Is Placed Squarely 
on Controllers 


Public Accountants Recommend Extending Auditing Pro- 
cedures 


What Westinghouse Company Does To Control and 
Check Inventories 


Controllers will read with interest therefore the 
report adopted by the public accountants, advocat- 
ing an extension of the engagements of the public 
practitioners to include test checking of inventories. 

There was a time when public accountants would 
have nothing to do with inventories, and disclaimed 
responsibility in any degree for reports concerning 
them. They now are willing to step into the picture 
and to supervise inventory taking. 

There has been what might be termed almost 
hysteria in the discussions in accounting circles of 
events of recent months. Through it all controllers 
have been unmoved. As they see it, this is a tempest 
in a teapot. They have steadfastly counseled cool- 
ness and conservative action. In fact they have ques- 
tioned whether any change at all is needed. 

Controllers therefore will not worry too much 
about this proposed new public auditing program. 
They and their companies do not have to adopt it. 
No controller will overlook the fact that the whole 
proposed program of extension of the work to be 
done by public accountants in checking inventories 
becomes inoperative and unnecessary if the control- 
ler himself has in operation a program of auditing, 
checking and control which produces reasonably 
accurate results. 
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Responsibility for Adequate Reports Is 
Placed Squarely on Controllers 


Sometime ago I ran across an article 
entitled “Before the Doctor Comes.” It 
gave advice on the subject of keeping 
well. More especially it undertook to 
instruct laymen how to care for those 
afflicted with illness or injuries while 
awaiting the doctor's arrival. You as 
controllers have charge of the account- 
ing of many large corporations and 
you control that accounting before and 
after the auditor comes. But your case 
differs from that of the layman and the 
doctor because you are as expert in the 
accounting field as is the auditor or the 
certified public accountant. Moreover, 
you have a first-hand knowledge of 
the patient’s daily habits that is far 
more intimate than can be obtained by 
the auditor. Another of your jobs is to 
detect symptoms of trouble at the earli- 
est possible moment and to prescribe 
corrective measures. For these reasons 
you can properly be expected to take 
better care of your patients than the 
uaskilled layman. Rather your posi- 
tion is like that of the house physician 
whose work and diagnoses are sub- 
jected to review and check by a con- 
sulting specialist. 


MANY FUNDAMENTALLY SOUND 

Recent events have turned the spot- 
light on some weak spots in the body 
corporate. The implication of slipshod 
control and superficial inspection that 
some will draw must be corrected con- 
vincingly and as quickly as may be. It 
is not enough to provide a sedative or 
a palliative or to amputate the offend- 
ing members. What must be done is 
to determine how many diseased mem- 
bers there are. They will require thor- 
oughgoing general physical and men- 
tal examinations. I do not believe that 
such examinations are going to reveal 
an epidemic. Rather, I believe that 
most of those examined will be found 
to be fundamentally sound. But there 


By RoperT E. HEALY 


have been enough of these cases, so 
that a general examination is indicated. 

The problems of corporate account- 
ing and auditing which are posed by 
recent cases are, like the problems of a 





| YT was a message of no little im- 
| portance to business as a 
whole principally, and to control- | 
lers, that Honorable Ropert E. 
HEALY, of the Securities and Ex- | 
change Commission, gave to the 
Mid-Western Conference of Con- 
trollers in Cleveland on May 15. | 
The full text is presented here. 
To controllers it is not news 
that they hold the key to sound 
accounting in their companies, 
that the outside auditor must rely | 
on the internal system of audit, 
checks, and controls; that a defini- 
tion of the controller's res ponsi- 





bilities within his own company is 
essential to satisfactory perform- 
ance; that authority to carry out 
his duties is necessary; that the 
controller puts the corporate life 
on paper. To have these funda- 
mental facts recognized by an im- 
portant governmental agency, how- 
ever; and to have them stated so 
concisely and presented so clearly 
to business executives, and to the 
public accounting profession, is a 
development of no small signifi- 
cance which should serve to bring 
about worthwhile changes in the 
internal organization of many | 
companies, and to clarify relations 
between controllers and public ac- 
countants. | 
What is sought by Mr. HEALY 
is an improvement of corporate 
accounting and reporting, and re- 
sponsibility for making these im- 
provements is placed largely on 
the controller. The address must 
take rank as an occurrence of mo- 
ment in the study of corporate 
operations. Its title was, “Before 
the Auditor Comes.” 
—THE Epiror. 
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general physical examination, too dith- 
cult and too extensive to be discussed 
fully in one evening or even one week. 
What I would like to do tonight is to 
express some thoughts that have come 
to me while dealing with both sound 
and ailing corporations in our labora- 
tory. Some of these I may have ex- 
pressed before. None of them is a 
new discovery. 

The modern corporation has grown 
so large that it is now necessary for 
those who seek to direct its activities 
to rely largely, for information about 
the business, on statistical summaries 
presented to them. The time has 
passed when such businesses can be 
carried in your head. Instead, a com- 
plex method of reporting facts has 
grown up in the form of internal ac- 
counting. The modern controller is 
much like the old fashioned treasurer 
that I knew in Vermont. He is the 
center of this information service. He 
has assumed the duty of putting the 
corporate life on paper. To do this he 
has had to develop an internal account- 
ing machine so well poised and so well 
supplied with checks and balances that 
the chance of material error, through 
fault or mischance, is reduced to a 
minimum. The controller should know 
whether his patient is sick before the 
auditor comes. He can take the finan- 
cial pulse and temperature of his 
patient. Fundamentally, the investor 
must rely upon your efforts and may 
look to the periodic review by inde- 
pendent auditors only as a sort of in- 
surance. 


ADEQUATE INTERNAL CONTROL A 
NECESSITY 


I am not an accountant, and for 
that reason I can with propriety neither 
describe nor criticize a system of 
internal control. The fundamental 
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principle of segregation of duties and 
responsibilities has so many common 
applications that its importance in this 
field is clear. The job of putting that 
principle into practice by adapting it 
to the needs and idiosyncrasies of a 
particular business ranks in my mind 
as one of your prime duties. It is not 
too much to say that without an ade- 
quate system of internal control, finan- 
cial statements as we know them are 
impossible. 

The independent public auditor in 
his yearly or more frequent visit might 
conceivably start from scratch and get 
a balance sheet. He might conceivably 
determine the change in net worth 
since some prior date. But without an 
integrated set of records resulting 
from an orderly and reliable system of 
recording transactions his result can be 
no more than an approximation, the 
degree of error growing larger as the 
size of the business increases. Even 
were this possible the expense of such 
a method would make it impracticable. 

The public accountant then must uti- 
lize the results of the system. Its im- 
portance to his work makes it impera- 
tive that he familiarize himself with 
the methods in use. Only if he has 
done this and subjected it to an im- 
partial, independent and expert analy- 
sis is he justified in accepting its prod- 
uct. Nor does this mean to me merely 
reviewing the procedures that he is 
told are in force. His is the duty of 
determining by actual observation how 
the patient is faring. He must watch 
the system work. He must test the pa- 
per results it produces against the 
physical facts so far as he is capable. 
Unless he has done this, a good part 
of the value of his services is lost. 


SCOPE OF EXAMINATION Not 
PRESCRIBED 


As you doubtless know, we have not 
attempted to prescribe the scope of the 
examination that is essential for the 
purpose of certifying to statements un- 
der the Securities Act and the Exchange 
Act. Instead we have relied on the 
standards announced by the accounting 
profession and the general sanctions of 
the Acts and of common law. We have 
indeed specifically stated that the out- 
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side auditor may rely upon an internal 
system of audit provided he satisfy 
himself that the system is in good 
working order. 

On the other hand, we have asked 
for a reasonable statement of the gen- 
eral scope of the work he has done. 
This, however, has been largely hon- 
ored in its breach. The usual certifi- 
cate does not disclose what has been 
done or left undone. In effect it states 
there has been an audit. From my ex- 
perience that is about as definitive as 
describing both elephants and mice as 
animals, or measles and cancer as dis- 
eases. There have been many cases in 
which the omission of a normal audit 
procedure has not been pointed out in 
the statements. After the patient has 
gone to the hospital the omission has 
come to light. In more than a few of 
these cases, following the omitted pro- 
cedure would have diagnosed the ail- 
ment and pointed clearly to the proper 
remedy. 

It is a more shocking case to me 
when, by the terms of a general audit 
engagement, the auditor has agreed to 
forego one of these normal procedures. 
Disclosure in such cases is mandatory. 
Probably it is also insufficient, for an 
auditor who agrees not to use some of 
his tools is like a doctor who has 
agreed not to use his thermometer or 
his stethoscope. 


QUESTION WHETHER AupDiT Is 
ADEQUATE 


We have often had occasion to ques- 
tion whether the work done was ade- 
quate for the purpose in hand, but not 
many of the cases have been reflected 
in published materials. I would like to 
outline one of these cases which did 
lead to a stop order opinion—that of 
the Monroe Loan Company. 

This company was in the small loan 
business—personal loans of not more 
than $300, secured by pledges of per- 
sonal property. Its home office was in 
Newark, but it had a large branch in 
Philadelphia. The manager of the 
Philadelphia branch, presumably in 
need of money, began to forge notes. 
He invented non-existent borrowers, 
approved their non-existent applica- 
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tions, paid himself the face value of 
their loans, and saw that their monthly 
payments were regularly made—the 
latter precaution being necessary to 
avoid rousing the suspicions of his 
home office. Since interest charges 
were 2 per cent. a month, the branch 
manager was, in a sense, losing money 
on his thievery. At any rate, he had to 
keep forging new notes to meet the 
payments on the old forgeries. In a 
little less than a year, he had 2,000 
forged notes out of a total of 2,800 
notes outstanding from his office. 

The note forger might still be forg- 
ing notes had not the Monroe Com- 
pany had occasion to register with the 
Securities and Exchange Commission. 
The auditor certifying the Monroe fi- 
nancial statement reported that he had 
not visited the branch offices of the 
company, his investigation at the home 
office having been sufficient to con- 
vince him that the finances of the loan 
company were in proper order. Even 
when the commission suggested the 
desirability of calling on the branch 
offices, the auditor insisted that he was 
perfectly satisfied with the home office 
records. Finally, however, a trip was 
made to the Philadelphia office and the 
branch manager's dishonesty was al- 
most immediately discovered. The fact 
that the 2,000 fictitious applications 
were all in the same handwriting was 
in itself a demonstration that some- 
thing was amiss. So was the fact that 
the field investigators of the company 
had not, for obvious reasons, been 
asked to investigate the financial stand- 
ing of the mythical applicants. And 
every payment on the forged loans had 
been made on or before its due date— 
a record entirely foreign to the experi- 
ence of small loan companies with 
respect to their legitimate loans. Yet 
by the time the fraud was discovered 
the Monroe Company was carrying on 
its books more than $400,000 of assets 
represented by nothing more genuine 
than the forged notes of the Philadel- 
phia manager. 


CONTROLLER HoLps KEY TO SOUND 
ACCOUNTING 


It may seem to you that I have over- 
emphasized the mechanical, recording 














198 


aspect of accounting. This may be due 
in part to the recent events in which 
there was both a failure of the internal 
system to reject or bring to light faulty 
transactions and failure on the part of 
the auditors to discover that the system 
and its results were to a very material 
degree unreliable. But in a broader 
sense, it cannot be denied that the con- 
troller is the man who holds the key to 
sound corporate accounting. It is his 
system upon which adequate corporate 
reporting ultimately rests. The auditor, 
of course, plays a significant role. But 
he is only the periodical check-up man. 
There are several groups at the mo- 
ment who are endeavoring to tighten 
up the standards of auditing practice 
and we have seen in the past few days 
some promising results of these efforts. 
That is essential, as I have indicated. 
But it is only one part of the job. 

It appears to me that many of us 
have come to overemphasize the im- 
portance of the audit. For many stock- 
holders, investors and others the very 
word, ‘‘audit’, has become infested 
with some sort of magic. Audited ac- 
counts are too easily accepted as correct 
accounts. One tends to forget the lim- 
itations upon even an auditor. 


PRIMARY RESPONSIBILITY ON 
CONTROLLER 

What we need, it seems to me, is 
a return to the recognition that the 
primary responsibility for proper ac- 
counting rests on the corporate man- 
agement in the person of the control- 
ler. Whether the books are audited or 
not, the stockholder has a right to look 
to the corporation’s own accounting 
system for an adequate, intelligible 
and honest reporting of its affairs. Un- 
less in its daily bookkeeping the corpo- 
ration recognizes a responsibility to 
stockholders and investors, the most 
conscientious audits lose much of their 
meaning. 

The business of keeping track of a 
corporation’s financial life and financial 
health, however, requires a good deal 
more than the establishment of ade- 
quate mechanics for recording events. 
If the data accumulated is to be useful 
it must serve to convey information to 
those who study it. In this sense it is a 
language. And unless, like a language, 
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it employs uniform definitions and is 
based on uniform principles it has not 
attained the greatest possible value, 
either to the management, or to those 
on the outside who seek to compare 
the results of different years or the re- 
sults of different companies. 


FORMULATED PRINCIPLES LACKING 


To me one of the most surprising 
facts about present day accounting is 
its lack of a reasonably well formulated 
body of basic principles, or axioms, or 
hypotheses. The answer that I have 
been given over and over again upon 
questioning public and private account- 
ants on this point is that such a body 
of principles is implicit in accounting 
and that many principles are so well 
accepted that expression and adoption 


‘of them in written form is not neces- 


sary. I do not believe that this is the 
fact. Instead, when I press the point 
I find considerable disagreement as to 
what is an elementary principle. And 
there is very little agreement as to what 
is the proper principle to be applied in 
situations which are admittedly ele- 
mentary. 

In practice, it is not too much to 
say that I do not believe there is a 
single principle, however elementary, 
for which there is not also a clear viola- 
tion on record in our files. Let me cite 
a few examples. 


VIOLATIONS OF PRINCIPLES CITED 


In a balance sheet filed with us some 
time ago a cash overdraft was shown 
as an asset, cash in bank, and to make 
the books balance accounts receivable 
of twice the amount of the overdraft 
were left out of the statements. These 
statements were certified by an inde- 
pendent public accountant, although 
not a certified public accountant. 
Furthermore, the entire registration 
statement was signed as is customary 
by the chief financial officer of the 
company. Possibly an overdraft is a 
cash item in the sense that deficit is a 
surplus item, but I question whether 
cash in bank by any stretch of the 
imagination can be said to include cash 
not in bank. 

In another case the full amount of 
outstanding bonds was shown as long 


term debt. In addition a current liabil- 
ity for the amount due under a sinking 
fund requirement was set up and offset 
by an asset entitled “amount required 
to be deposited in sinking fund.” 
Again, a consolidated statement was 
built up by eliminating only the par 
value of the subsidiaries’ stock and car- 
rying the entire surplus at acquisition 
to consolidated surplus accounts. In 
another case a reserve was provided 
for losses on investments by increasing 
the investment and crediting a reserve 
therefor. 


FURTHER EVIDENCE OF 
UNCERTAINTY 


Turning to the profit and loss state- 
ment you will find a well known com- 
pany that included dividends on its 
own reacquired shares as income in its 
profit and loss statement. Another 
company took no depreciation in a par- 
ticular year because it had taken too 
much in previous years! And if further 
evidence of uncertainty is desired, one 
need go no further than to cite the 
storm of comment and _ criticism 
aroused by the publication by Messrs. 
Sanders, Hatfield and Moore of their 
“Statement of Accounting Principles.” 

These cases are confined to instances 
as to which nearly anyone would agree, 
in the abstract, there ought to be com- 
plete agreement. When questions are 
presented which involve two or three 
of these elementary principles, the dis- 
cussion which ensues is seldom con- 
fined to an analysis of the new and 
uncertain factors in the case, but on 
close study is found to stem from un- 
expressed disagreement as to some of 
the so-called fundamental or elemen- 
tary points. 





FIND ALso DIFFERING PRINCIPLES 


Not only do we find disagreement | 
as to principles, and violations of what | 
we are assured are principles, but we 
are also constantly confronted with dif- 
ferent principles to be applied ac- 
cording to the purposes for which the 
statements are to be used. It is not un- 
common, if we criticize depreciation 
allowances, to be told that the amounts 
taken for income tax purposes are 




















wholly excessive for general financial 
purposes. In other cases, the opposite 
view is taken. Sometimes we are told 
that the particular practice followed 
in the statements is necessary because 
it is required by the taxing officials. 
Indeed in one case a tax law permitted 
depreciation to be taken as a deduction 
from income only in the amount shown 
by the taxpayer's books. But we were 
told that a very large part of that al- 
lowance should, for financial purposes, 
be charged to paid-in surplus and not 
deducted in the periodic profit and loss 
statement. 

Much the same sort of differences, 
and arguments, are found in compar- 
ing reports to us with those to state 
regulatory commissions. Some of these 
differences may be justifiable. Some 
may not be eradicable without statu- 
tory changes. But neither of these ar- 
guments holds true when the compari- 
son is between annual reports to us 
and annual reports to stockholders. 

Between these there can be no 
fundamental difference in purpose. 
Both are for stockholders and investors 
as such. Both are designed to give 
stockholders and investors information 
as to the current progress and current 
position of the company. Taking them 
by and large, an observer from Mars 
might be struck by their general sim- 
ilarity and wonder why they should not 
be substantially the same. And except 
for condensation to fit the scope of the 
annual report to‘ stockholders there 
would not seem to be any basis for dif- 
ferences. 

Yet the results of a study made by 
members of our staff show that this is 
not the case. As controllers, one of 
your functions is the preparation of fi- 
nancial information for transmittal to 
the security holders of your company. 
The very existence of this Institute 
testifies that you are alert and willing 
to accept responsibility. I think the re- 
sponsibility for the quality of financial 
reporting to stockholders must in large 
part be placed on your shoulders and 
for that reason I want to dwell for a 
moment on some of the defects which 
our study has revealed. The examples 
I have chosen are selected from the re- 
ports of nationally known companies. 
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EsSENTIAL STATEMENTS OFTEN 
OMITTED 


In the first place, statements are 
often omitted which I think are ordi- 
narily essential. Individual statements 
for a parent, the company in which 
after all the security holder has in- 
vested his money, are conspicuous by 
their absence. I do not mean that such 
statements alone would be sufficient, 
but to my mind when investments in 
subsidiaries total large, individual state- 
ments for the parent are ordinarily es- 
sential. The need for these naturally 
increases as the minority interests in 
the subsidiaries increase. 

At the other extreme we have a 
company which files with us a set of 
consolidated statements including sub- 
sidiaries in which the parent had in- 
vested some $25,000,000. But in its 
annual reports there were included 
only consolidated statements for the 
parent and one of its subsidiaries in 
which its investment amounted to 
some $3,000,000. As is usual, no state- 
ments were given for the unconsoli- 
dated subsidiaries despite their impor- 
tance. Another company selected for 
inclusion in its annual report a bal- 
ance sheet from one set of statements 
and a profit and loss statement from a 
different set of statements. 

Even the consolidated statements 
furnished often have little value be- 
cause of the omission of information 
essential to their understanding. Sel- 
dom is any indication given either of 
the basis of consolidation, or of the 
treatment of intercompany items such 
as sales, profits, goodwill and the like. 
Nor is there disclosure of the relation 
of these statements to the rest of the 
business enterprise—no information 
for example as to the profits or losses 
of unconsolidated companies. 


OTHER STATEMENTS INADEQUATE IN 
DETAIL 


In the second place there are many 
instances where the statements filed 
are inadequate in detail or based on 
different principles. If we look at the 
structure of the statements themselves, 
the balance sheets and statements of 
surplus are not substantially different 
from those filed with us. Occasionally 
condensation has gone too far, as 





199 


when land, buildings and goodwill 
have been combined or reserves for 
contingencies, estimated liabilities, and 
depreciation lumped under the caption 
“Other reserves.’ True, in one case a 
reserve for contingencies was not 
broken down or the changes therein 
noted although it had been credited 
with profit on sale of fixed assets and 
with unrealized appreciation of secu- 
rities; and had been used as a deposi- 
tary for charges ordinarily carried to 
earned surplus. True also, that the in- 
formation given us in notes as to the 
amount of dividends in arrears on 
cumulative preferred stock or the 
method of amortizing debt discount is 
sometimes missing. 


FERTILE FIELD FOR PROGRESS 


But in comparison to the form of 
income statements, balance sheets are 
relatively satisfactory. The income 
statement, however, is ordinarily so 
condensed as to combine nearly all op- 
erating items in a single deduction 
from sales, or indeed in many cases to 
start with net profit from operations, 
giving in a collateral and somewhat 
grudging way the total amount of 
items like depreciation. Reasons of 
disclosure can no longer justify such 
treatment of the year’s operations. The 
information is already in the public 
files and has been incorporated thence 
into the services. Here it seems to me 
is a fertile field for progress. Not 
merely to the extent of furnishing an 
income statement as detailed as is re- 
quired by our forms but rather an op- 
portunity to pioneer in the field of 
seeing to it that income statements to 
security holders translate, into under- 
standable terms, the course of the busi- 
ness during the year, not solely its suc- 
cess or failure. 

These cases you will say illustrate 
no more than this, that annual reports 
to stockholders have been condensed 
and that there are no different “princi- 
ples’ followed. To some extent this is 
true. There is no question to my mind 
that the prospectus principle of Secu- 
rities Act filings should also be applied 
in comparing a Form 10K to the stock- 
holders report. However, condensa- 
tion and omission often give the effect 
of a change of principle. The diver- 


(Please turn to page 231) 








Public Accountants Recommend 
Extending Auditing Procedures 


Pursuant to its appointment the 
Special Committee on Auditing Pro- 
cedure has reviewed certain phases of 
auditing procedures and related mat- 
ters. It has taken cognizance of recent 
discussions regarding such procedures, 
both within and without the profes- 
sion, and now submits its report and 
recommendations relating to the fol- 
lowing: 


Examination of inventories 

Examination of receivables 

Appointment of independent certified 
public accountants 

Form of independent certified public 
accountant’s report 


Your committee has limited its con- 
sideration of auditing procedures and 
related matters to those cases in which 
financial statements are accompanied 
by a report and opinion of an inde- 
pendent certified public accountant. 
Accordingly, the report which follows 
should be read in the light of this lim- 
itation. 

At the outset it is pertinent to state 
that, since the recent disclosure of 
conditions existing in exceptional 
cases, certified public accountants have 
been considering possible implications 
which may arise therefrom in relation 
to their practice. The committee de- 
sires to state its opinion that auditing 
procedure has kept, and continues to 
keep, pace with the growth and devel- 
opment of industry and that the well 
established custom of making test- 
checks of accounting records and re- 
lated data and, beyond that, reliance 
upon the system of internal check and 
control after investigation of its ade- 
quacy and effectiveness, has with very 
few exceptions proved sufficient for its 
purpose. Because of public interest 
and discussion in the press, there is a 
question now before the profession as 
to whether its procedures shall be ex- 
tended. In order to consider the ques- 
tion intelligently there must first be 


Report of Special Committee 





HERE is presented here the 
full text of a report recom- 
mending extension, under certain 
Specified conditions, of normal 


respect to inventories and receiv- 
ables, which was adopted by the 
Council of the American Institute 


of that organization, on May 9. 


the public accounting profession 
to the implied criticisms made re- 
cently of its auditing procedures. 


part, it must be noted, from 
within the profession, not from 
executives of business concerns 


auditing procedures that have 
ther recommendations by the pub- 


lic accountants themselves, for 


cedures, are to be made before 
many months. 


report just adopted is a declara- 
tion by the public accountants of 
what they believe their procedures 
should be hereafter—an expres- 
sion of what they should like to 


in cases in which they believe in- 
ternal auditing procedures, oper- 

| ated by the companies, are inade- 
quate. 


the case, the cost of the public 


duced. 


ment by the public accountants, 
well worth careful study by con- 
trollers. 

—THE Epiror. 
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been followed in recent years. Fur- | 


strengthening public auditing pro- 


see incorporated in normal audits, | 


The report is in a sense a chal- | 
| lenge to controllers to see to it | 
that adequate systems of inven- | 
tory checking are installed and op- | 
| erated. When that is found to be | 


audit need not rise, under this | 
program; in fact, it may be re- | 


It is a noteworthy pronounce- 
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some general understanding of certain 
fundamentals. 


FUNCTION OF INDEPENDENT 
ACCOUNTANT 


In the performance of his duties as 
auditor the independent certified pub- 
lic accountant holds himself out as one 
who is proficient in accounting prac- 
tice and auditing procedure. The func- 
tion of the independent certified pub- 
lic accountant is to examine a concern’s 
accounting records and _ supporting 
data, in certain matters to obtain out- 
side confirmations, and to require and 
consider supplementary explanations 
and information from the management 
and employees, to the extent necessary 
to enable him to form an opinion as 
to whether or not the financial state- 
ments as submitted present fairly the 
position and results of periodic opera- 
tions. 

Generally speaking, his function is 
limited to reporting upon situations 
arising out of business transactions 
that have taken place in the past. In 
no sense is he an insurer or guarantor. 
In offering his opinion, the independ- 
ent certified public accountant assumes 
heavy responsibilities. He must be 
skilled in his professional work and 
must have made a reasonable examina- 
tion of the accounts in order to war- 
rant his expression of an opinion. He 
must state his opinion clearly and un- 
equivocally. 

Management itself has the direct re- 
sponsibility for the maintenance of an 
adequate and effective system of ac- 
counts, for the proper recording of 
transactions in the books of account, 
and for the safeguarding of the assets 
of a concern. It is also charged with 
the primary responsibility to stock- 
holders and to creditors for the sub- 
stantial accuracy and adequacy of 
statements of position and operations. 

In order to qualify himself to carry 








out his function the independent certi- 
fied public accountant has completed 
a rigorous course of professional study 
and training as a background to the 
essential practical experience he must 
obtain, for it is only by study, train- 
ing, and practical experience, that the 
independent auditor acquires skill in 
accounting and related matters. In the 
ordinary course of his day-to-day prac- 
tice he encounters a wide range of 
judgment on the part of management, 
varying from true objective to the oc- 
casional extreme of deliberate mis- 
statement. He is retained to examine 
and report upon the affairs of a con- 
cern because, through his training and 
experience, he has become not only 
skilled in accounting and auditing but 
has acquired the ability and habit of 
considering dispassionately and inde- 
pendently the facts recorded in books 
of account or otherwise disclosed by 
his examination and because, as a re- 
sult, his opinion provides reasonable 
assurance that a fair and adequate 
presentation of pertinent informa- 
tion has been made in the financial 
statements. 


CHIEF RELIANCE IS ON INTERNAL 
CONTROL 


The independent auditor must also 
exercise his best judgment in deter- 
mining the scope of his examination 
and in deciding whether the interests 
of stockholders and creditors justify 
the time and expense involved in the 
extension of any particular line of in- 
quity. Experience shows that, with 
few exceptions, the personnel of busi- 
ness organizations is honest. The dis- 
covery of defalcation has not been a 
primary objective of an examination 
incident to the issuance of financial 
statements accompanied by a report 
and opinion of an independent certi- 
fied public accountant, although such 
discovery has frequently resulted. 

In a well organized concern the 
principal reliance for the detection of 
such irregularities is placed upon the 
maintenance of an adequate system of 
accounting records with appropriate in- 
ternal check and control. It is the 
duty of the independent auditor to 
satisfy himself that the system of in- 
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ternal check and control is adequate 
and sufficiently effective to justify re- 
liance thereon. To exhaust the pos- 
sibility of exposure of all cases of dis- 
honesty or fraud, the independent 
auditor would have to examine in de- 
tail all transactions. This would en- 
tail a prohibitive cost to the great ma- 
jority of business enterprises—a cost 
which would pass all bounds of 
reasonable expectation of benefit or 
safeguard therefrom, and place an un- 
due burden on industry. 

In carrying out his work the inde- 
pendent certified public accountant 
must always be on his guard against 
collusive fraud and be alert in detect- 
ing any sign of such collusion. How- 
ever, on the basis of his examination 
by tests and checks, he relies upon the 
integrity of the client’s organization 
unless circumstances are such as to 
arouse suspicion, in which case he 
must extend his procedures to deter- 
mine whether or not such suspicions 
are justified. 


WHEN ACCOUNTANT SHOULD Not 
EXPRESS OPINION 


In the judgment of this committee 
the independent certified public ac- 
countant should not express the opin- 
ion that financial statements present 
fairly the position of the company and 
the results of its operations, and that 
they conform to generally accepted ac- 
counting principles, when his excep- 
tions are such as to negative the opin- 
ion, or when the examination has been 
less in scope than he considers neces- 
sary. In such circumstances, the inde- 
pendent certified public accountant 
should limit his report to a statement 
of his findings and if appropriate his 
reasons for omitting an expression of 
opinion. 

Turning now to consideration of 
the specific matters referred to at the 
beginning of this report, it may be 
noted in passing that, although it has 
not generally been considered normal 
procedure, in some cases independent 
certified public accountants have made 
physical test-checks of inventory quan- 
tities and have confirmed receivables 
by direct communication with debtors. 
Such physical tests of inventory, how- 
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ever, have usually been undertaken as 
an additional procedure under arrange- 
ment with the client, while confirma- 
tion of receivables by direct com- 
munication with debtors has been 
undertaken where the accountant 
thought it an essential or desirable 
step in a particular case or at the re- 
quest of the client. 


ACCOUNTANTS REPORT DEMAND FOR 
EXTENSION OF PROCEDURES 


Your committee is of the opinion 
that recognition should be given to 
the widespread demand for an exten- 
sion of auditing procedures with re- 
gard to inventories and receivables. 
However, it should be noted that addi- 
tional expense to business will be in- 
volved in the added procedures and 
business concerns which do not have 
them undertaken must recognize the 
necessity of disclosure of their omis- 
sion, 


INVENTORIES 


The added steps that may well be 
taken to give greater assurance with 
regard to inventory quantities will 
vary in different circumstances but, 
however extensive these may be, the 
training and experience of an inde- 
pendent certified public accountant 
do not qualify him as a general ap- 
praiser, valuer, or expert in materi- 
als. The public should understand 
that, while he can take steps to war- 
rant the expression of his opinion 
as an accountant that stated quanti- 
ties of merchandise are actually on 
hand, such procedure does not invest 
his opinion with a degree of au- 
thority which he does not claim for 
it, Or impose upon him a measure of 
responsibility which the nature of 
his work does not justify. 

Your committee believes that cor- 
roboration of inventory quantities 
by physical tests should be accepted 
as normal audit procedure. The 
manner and extent thereof will nec- 
essarily vary with the circumstances, 
because the independent auditor is 
justified in giving consideration to 
the effectiveness of the internal 
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check and control as applied to book 
records and to the procedure ‘of 
taking physical inventories. 

In cases where the inventory is 
determined solely by means of a 
physical count at the end of the ac- 
counting period it will be necessary 
for the test-checks of: quantities to 
be made at that time. In some cases 
it may be practicable and satisfactory 
for the independent auditor to be 
present at the time of taking the in- 
ventory to see that a method, care- 
fully thought out and established, 
and providing adequate internal 
check and control, is in fact being 
followed. Another plan which 
would be satisfactory where the cir- 
cumstances permitted would be for 
the auditor to encourage throughout 
the year the continuous taking and 
checking of parts of the inventories 
against stock records, or other book 
records, by employees independent 
of the stockkeeping departments, 
and for the auditor to examine in 
whole or in part the reports on these 
partial checks and to participate in 
some of them. 


ADVOCATE PERPETUAL INVENTORY 
RECORDS 


The general adoption of such 
added procedures regarding physi- 
cal quantities of inventories may also 
necessitate procedural changes on 
the part of clients. So many corpo- 
rations close their books upon a cal- 
endar year basis that your committee 
doubts whether the profession as at 
present organized can undertake to 
make physical test-checks adequately 
and satisfactorily on the last day of 
each year. Many corporations do 
not have adequate perpetual inven- 
tory records and greater use of them 
should be encouraged. 

The extension of procedures re- 
garding inventories would be greatly 
facilitated if each concern adopted 
its natural business year instead of 
the calendar year as its fiscal year, 
and introduced continuous well kept 
perpetual inventory records. 

The proposed changes will take 
time to bring about and your com- 
mittee is of the opinion that in the 
meantime the profession may well 
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be faced with the necessity of sub- 
mitting qualified reports in those 
cases in which it has been imprac- 
ticable to carry out the added pro- 
cedures. 

Taken in consideration with the 
foregoing discussion of audit pro- 
cedures relating to inventories, your 
committee makes the following rec- 
ommendations in respect thereof: 


PROPOSED PROGRAM 


(a) That hereafter, it should be 
generally recognized as normal pro- 
cedure in the examination of a con- 
cern where inventories are a material 
factor, where the independent cer- 
tified public accountant intends to 
report on the financial statements of 
the concern over his signature, and 
where 
(1) such inventories are physically 
taken at the balance sheet date 
or 

(2) such inventories are physically 
taken at a date prior or subse- 
quent to the balance sheet date 
but within a reasonable time 
thereof, with adequate records 
supporting the interim changes 
in inventories, 


he shall make such auditing tests and 
checks of the inventory accounts and 
records as may be feasible in cor- 
roboration of the representations of 
the concern relative to the inven- 
tories; also, he shall wherever prac- 
ticable and reasonable make, or, 
where the inventory taking is ade- 
quately planned and controlled, ob- 
serve the making of, physical tests 
by count, weight, or measurement, 
for the purpose of satisfying him- 
self that the methods of inventory 
taking have been carried out effec- 
tively and for the purpose of testing 
the accuracy of the recording of 
quantities in the inventory records; 

(b) that hereafter, where inven- 
tories are a material factor, and a 
concern does not customarily take a 
physical inventory at the balance 
sheet date but maintains well kept 
and controlled perpetual inventory 
records supported by: (1) a com- 
plete physical inventory at a date 
not coincident with the balance sheet 


date; or (2) physical inventories of 
individual items from time to time 
so that the quantity on hand of each 
item is compared with the inventory 
record for that item at least once in 
each year; the independent certified 
public accountant shall wherever 
practicable and reasonable make, or 
where the inventory taking is ade- 
quately planned and controlled, ob- 
serve the making of, physical tests 
by count, weight, or measurement, 
at any interim date or dates selected 
by him for the purpose of satisfying 
himself as to the substantial accuracy 
of the perpetual inventory records so 
that they may be relied upon to 
support the inventory totals as 
shown on the balance sheet ; and that 
such an examination be recognized 
as normal audit procedure; 

(c) That hereafter, where the in- 
dependent certified public account- 
ant has not made, or observed the 
making of, physical tests by count, 
weight or measurement, either be- 
cause such tests in his opinion are 
not practicable or reasonable, or be- 
cause he has departed from normal 
auditing procedure, he shall make 
suitable explanation or exception in 
reporting on the financial statements 
of a concern over his signature ; 

(d) That hereafter, in the case of 
inventories which in the ordinary 
course of business are in the hands 
of public warehouses or other out- 
side custodians, direct confirmation 
in writing from such custodians is 
acceptable as a procedure in lieu of 
physical tests; except that where the 
amount involved represents a sig- 
nificant proportion of the current as- 
sets or of the total assets of a concern 
the independent certified public ac- 
countant shall make supplementary 
inquiries. 

In making, or observing the mak- 
ing of, physical tests by count, 
weight, or measurement, the inde- 
pendent certified public accountant 
does not hold himself out as, or 
assume the responsibilities of, a gen- 
eral appraiser, valuer, or expert in 
materials. 

RECEIVABLES 

In regard to the question. of con- 

firming receivables by direct com- 
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munication with the debtor, your 
committee makes the following rec- 
ommendations: 

(a) That hereafter, in cases where 
the aggregate amount of notes and 
accounts receivable represents a sig- 
nificant proportion of the current 
assets or of the total assets of a 
concern, confirmation of notes and 
accounts receivable by direct com- 
munication with the debtors shall be 
regarded as normal audit procedure 
in the examination of the accounts 
of a concern whose financial state- 
ments are accompanied by an inde- 
pendent certified public accountant’s 
report; and that the method, extent, 
and time of obtaining such confirma- 
tions in each engagement, and 
whether of all receivables or a part 
thereof, be determined by the inde- 
pendent certified public accountant 
as in other phases of procedure re- 
quiring the exercise of his judg- 
ment; 

(b) That hereafter, where the in- 
dependent certified public account- 
ant, for any reason, has not made 
such confirmation he shall make 
suitable explanation or exception in 
his report. 


APPOINTMENT OF 
INDEPENDENT CERTIFIED 
PUBLIC ACCOUNTANTS 


Apart from the specific phases of 
auditing procedure which have been 
the subject of consideration, your 
committee is of the opinion that the 
method of appointment of the in- 
dependent auditor and his status in 
relation to the client are subjects of 
great importance to stockholders and 
creditors. 

Your committee suggests that the 
independent auditor should be en- 
gaged or nominated by the board of 
directors. 

Some prominent corporations have 
adopted the practice of having the 
independent auditor elected annu- 
ally by the stockholders. Other cor- 
porations have provided that the 
stockholders be given an opportunity 
to ratify the selection made by the 
directors. 

Your committee believes that the 
auditor should be appointed early in 
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each fiscal year so that he may carry 
out part of his work during the year. 


FORM OF INDEPENDENT 
CERTIFIED PUBLIC 
ACCOUNTANT’S REPORT 

The services which independent 
auditors render usually culminate in 
a report, which may take varying 
forms. In some cases a detailed re- 
port is rendered accompanied by 
statements and supporting sched- 
ules; in other cases the report is 
limited to a concise statement of the 
scope of the examination and the 
related opinion of the independent 
auditor concerning the accompany- 
ing financial statements of the client. 
For present purposes the discussion 
is confined to the short form of 
auditor’s report, which is sometimes 
described as a certificate. The terms 
“report,” “report and opinion,” and 
“certificate” have been used inter- 
changeably. As uniformity is de- 
sirable the word “report” is recom- 
mended for general use and has been 
adopted in the following comments. 

In January, 1934, the Institute is- 
sued a pamphlet entitled “Aadits of 
Corporate Accounts,” dealing with a 
standard form of auditor’s report. 
The short form of report then rec- 
ommended, and since widely adopted 
by the profession, met a long-felt 
need. 

Developments during the five 
years in which the standard form of 
report has been used, indicate the 
need of revision in the interest of 
clarity. If the revised short form 
recommended herein be adopted, the 
independent certified public account- 
ant should recognize that in some 
cases it may not be altogether ap- 
propriate. For instance, there may 
be cases where the auditor may pre- 
fer to alter the first sentence of the 
standard short form, substituting 
some words to the effect that the 
accounting records (instead of the 
financial statements) have been ex- 
amined. Obviously, also, it would 
be erroneous to mention internal 
control if none existed. Accord- 
ingly, while the proposed form is 
submitted as a standard it is not 
prescribed or recommended for in- 
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variable use but should be adapted 
to the needs of the particular case. 
For example, the report may be used 
in connection with an examination 
covering a period of years in which 
case a modification of language 
would be necessary. Also, in new 
engagements appropriate investiga- 
tion relating to prior years will have 
to be made to justify the use of the 
short form report. However, in the 
interest of reasonable uniformity it 
is recommended that the substance 
of appropriate phrases in the stand- 
ard form be used unless inappro- 
priate. 


EMPHASIS ON INTERNAL CONTROL 


The major changes recommended 
pertain to the description of the 
scope of the examination, specifi- 
cally to include reference to the 
system of internal control. The 
phrase “obtained information and 
explanations from officers and em- 
ployees of the company” has been 
omitted because it is inherent in all 
auditing procedure to obtain infor- 
mation and explanations from ofh- 
cers and employees concerning the 
accounts, either as supplementing 
information obtained from _ other 
sources or as constituting the only 
available information on the subject. 
In the latter case, the auditor must 
decide, in view of all the circum- 
stances, whether he should rely upon 
such information without disclosure 
of the source. The phrase in ques- 
tion has led to serious misconcep- 
tion as to the degree of reliance on 
such information and explanation. 

The statement “but we did not 
make a detailed audit of the trans- 
actions” has been omitted from the 
revised form. It will be recalled 
that this clause was included in the 
standard form of 1934, in order to 
make clear that the auditor’s usual 
procedure consisted of testing and 
sampling rather than a detailed 
audit. It is believed that the busi- 
ness and financial public now fully 
understand that, in a well organized 
concern, the detection of irregulari- 
ties is primarily a matter of internal 
procedure, and that testing and 
sampling, to determine whether such 








204 


procedure is adequate in scope and 
effective in operation, is the usual 
practice of the independent auditor. 
The negative statement disclaiming 
a detailed audit may, therefore, well 
be omitted. There has also been 
excluded the phrase “based upon 
such examination,” as it is obvious 
that the independent certified pub- 
lic accountant can express an opin- 
ion only after he has completed the 
work set forth in the first paragraph 
of the report. 

The revised short form of report 
consists of two paragraphs. The 
first contains a brief statement of 
the scope of the examination, and 
the second deals with the auditor’s 
opinion on the financial statements 
of the client as a result of his ex- 
amination. 


Many ESTIMATES AND 
APPROXIMATIONS USED 


In considering the independent 
certified public accountant’s opin- 
ion the reader should bear in mind 
one of the most important underly- 
ing concepts of financial statements, 
viz. that normally many of the as- 
sets of a concern are not realizable 
in cash but are commonly stated at 
their historical cost or going-con- 
cern basis as figures which are usu- 
ally greater than the realizable value 
in forced liquidation. Again, the 
true profit or loss of a concern can 
be determined with accuracy only 
over its entire existence. Therefore 
in any attempt to allocate to specific 
periods profit or loss applicable 
thereto, it must be recognized among 
other considerations that, as many 
transactions are not fully completed 
within such periods, the result as 
shown must contain many estimates 
and approximations in the endeavor 
to present fairly the operating re- 
sults of a period. 

Assuming that normal procedures 
have been carried out it is consid- 
ered to be neither necessary nor 
generally desirable to describe the 
details of the examination in this 
form of report. Any such details as 
are given should be included in sep- 
arate paragraphs of the report. For 
example, reference may be made to 
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procedures which the accountant has 
adopted regarding the examination 
of inventory quantities, and confir- 
mation of receivables by direct com- 
munication with debtors; also, it 
may be pertinent to mention the fact 
that certain portions of the audi- 
tor’s work have been carried out at 
different times during the course of 
the year. This may be indicated by 
inserting the words “at times’ in 
the first paragraph of the short form 
of report immediately after the 
words “by methods.” 


ACCOUNTANT PASSES ON CLIENT'S 
REPRESENTATIONS 


It should be borne in mind that the 
financial statements, with all supple- 
mental descriptive and explanatory 
data, including footnotes, are regarded 
as representations of the client. It is 
upon all these representations that the 
independent certified public account- 
ant renders his opinion. If he consid- 
ers explanations essential or desirable, 
and they have not been made in the 
financial statements, it will be neces- 
sary for him to make such explana- 
tions in a separate paragraph of his 
report. 

It is desirable as a general rule that 
exceptions by the independent certified 
public accountant be included in a 
paragraph separate from all others in 
the report, and be referred to specif- 
ically in the final paragraph in which 
the opinion is stated. Any exception 
should be expressed clearly and un- 
equivocally, as to whether it affects the 
scope of the work, any particular item 
of the financial statements, the sound- 
ness of the company’s procedures (as 
regards either the books or the finan- 
cial statements), or the consistency of 
accounting practices where lack of con- 
sistency calls for exception. 

It is worthy of repetition that the 
extent of sampling and testing should 
be based upon the independent audi- 
tor’s judgment as to the effectiveness 
of internal control, arrived at as the 
result of investigations, tests, and in- 
quiries. Depending upon his conclu- 
sions in this respect, the independent 
certified public accountant should ex- 
tend or may restrict the degree of de- 
tailed examination. Consequently, in 


some cases it may be necessary to 
modify or omit reference to reliance 
upon the system of internal control. It 
follows also that where a detailed ex- 
amination is made no reference to in- 
ternal control is necessary. 

It is contemplated that, before sign- 
ing a report of the short form type 
suggested, the independent certified 
public accountant will be satisfied that 
his examination is in conformity with 
the procedures and practices outlined 
in “Examination of Financial State- 
ments,” a bulletin published by The 
American Institute of Acccountants in 
January, 1936, or in any subsequent 
revision thereof. 

The report should be addressed to 
the Board of Directors or the Stock- 
holders if the appointment is made by 
them. 

The description of the financial 
statements in both paragraphs should, 
of course, conform to the titles of the 
accompanying statements. 

In consideration of the foregoing 
remarks, your committee recommends 
the following short form of report: 


SHORT FORM 
OF INDEPENDENT CERTIFIED 
PUBLIC ACCOUNTANT'S 
REPORT 


TO THE BOARD OF DIRECTORS 
(OR STOCKHOLDERS) OF THE 
XYZ COMPANY: 


“We have examined the balance sheet 
of the XYZ Company as of April 30, 
1939, and the statements of income and 
surplus for the fiscal year then ended, 
have reviewed the system of internal con- 
trol and the accounting procedures of the 
company, and have examined or tested 
accounting records of the company and 
other supporting evidence, by methods 
and to the extent we deemed appropriate. 

“In our opinion, the accompanying bal- 
ance sheet and related statements of in- 
come and surplus present fairly the posi- 
tion of the XYZ company at April 30, 
1939, and the results of its operations for 
the fiscal year, and conform to generally 
accepted accounting principles applied on 
a basis consistent with the preceding 
year.” 


In conclusion, your committee de- 
sires to state that it has dealt only 
with the more important phases of 
auditing procedures and related mat- 
ters which are the subject of current 

(Please turn to page 230) 
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What Westinghouse Company Does to 
Control and Check Inventories 


The Westinghouse Electric & 
Manufacturing Company’s inventory 
records and inventory control pro- 
gram is the source and basis for this 
discussion. You appreciate that to 
explain fully the company’s inven- 
tory checking and control procedure 
and problems from every angle 
would require many hours. In choos- 
ing angles and points for discussion 
I have leaned in the direction of se- 
lecting those which we believe may 
have been influenced by our prob- 
lems. 

A brief review of the company’s 
operating organization and product 
will help to clarify that which fol- 
lows. (A chart was distributed, 
showing the various divisions and 
subsidiary companies, and indicating 
their products.) The description of 
the product manufactured is quite 
meager. By way of further explana- 
tion the product of each division 
varies to such an extent that we con- 
sider it advisable to develop billing 
and cost figures for several related 
but different lines of product. For 
any month the different kinds and 
ratings of articles sold will approxi- 
mate 30,000. Each subsidiary com- 
pany and each operating division is 
supervised by a manager who is re- 
sponsible for manufacturing, engi- 
neering, and sales. These managers 
are supported, in varying degrees, by 
three field sales agencies. There is 
an accounting organization in each 
of the eight sales districts and in each 
manufacturing division and subsidi- 
ary company. These accounting or- 
ganizations keep all inventory rec- 
ords for their respective points. 

The division managers have prime 
or immediate responsibility for con- 
trol of investment for raw materials, 
work in process, parts and shipping 
stock. They delegate this responsi- 
bility to the Production Department 
in the case of manufacturing stocks 
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and to the Sales Department in the 
case of shipping stocks. The field 
sales organization, guided by a su- 
pervisor of field shipping stocks, in- 
fluences and rather completely con- 
trols the investment in shipping 
stocks stored at district sales loca- 
tions. Broad policies for control of 
all inventories are developed by vice- 
presidents to whom division man- 
agers and district sales managers re- 
port, and by the headquarters office 
in Pittsburgh. 

For example, the general manager 
of purchases and traffic, aided by the 





HAT the Westinghouse 
Electric & Manufacturing | 
Company does to check and con- 
trol inventories was described in 
detail at the Mid-Western Confer- 
ence of Controllers in Cleveland 
on May 15 in a carefully prepared 
paper by MR. C. E. HEADLEE, of | 
that company, which is presented 
here. Controllers generally are in- | 
debted to that company for its 
willingness to have this material 
made available to them in such 
concise form. 

It has been generally acknowl- | 
edged that an efficient system of 
internal control and checks, as ap- 
plied to the inventory, will go a 
long way toward simplifying the 
work of public auditors, and inci- 
dentally toward reducing the cost 
to a company of such public ac- | 
counting work. These phases of a 
controller’s work have been un- 
der close scrutiny during recent | 
months. Company directors and | 
executives are studying carefully 
the procedures of their own com- 
panies, and of others. This paper 
should be of exceptional value to 
them. 

In the Westinghouse Company 
Mr. HEADLEE 75 director of in- | 
dustrial accounts. | 
—THE Epiror. 
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company’s economist, recently pub- 
lished information on an important 
item of raw material in which they 
made these statements: “Buy for 
current needs and shun both the 
possible benefits and the almost cer- 
tain dangers of speculative buying. 
If the policy of buying for current 
needs is followed with reasonably 
good judgement, it is possible to 
promise, with safety, that serious in- 
ventory losses will be avoided.” 
Headquarters’ guidance is given 
through publications and general in- 
structions of this type and through 
budget control and statistics which 
we will discuss later. 

The diversification of products 
manufactured should be mentioned. 
Some divisions manufacture stand- 
ard apparatus with very few specially 
designed products or models. For 
example, the Merchandise Division, 
which manufactures refrigerators 
and other household appliances, ap- 
proaches the conditions found in the 
automobile industry, with seasonal 
peaks, annual change in models, and 
quantity or “straight line” produc- 
tion. The other extreme is the steam 
turbine and electric generator prod- 
uct which is for large units, entirely 
tailor made, or specially designed in 
the case of each order to meet cus- 
tomers’ requirements. As is the case 
with most manufacturing concerns 
we have some operations which are 
in a Class with the process operations 
of the glass and steel industries. In 
this class we have manufacture of 
varnishes, insulating compounds, 
mica, micarta, wire drawing and 
part of the foundry operations. 
These operations are a minor part of 
the total and have not been given 
major consideration in establishing 
the “Inventory Checking and Con- 
trol” program. Our program has 
quite naturally been influenced by 
problems and changed conditions; 
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however, it is built around the in- 
ventory requirements for special 
electrical apparatus, which for the 
most part represents capital goods, 
this being still a major part of the 
company’s business. 

Because of the time taken to ex- 
plain headquarters policies, do not 
conclude that we have not really 
made division and district managers 
responsible for their inventories. An 
advantage of setting up each division 
under a general manager is to get 
concentration on their division’s in- 
dividual problems, one of which is 
their investment in inventory. 


SERVICE DEPARTMENT ALSO 
MANUFACTURES 


The Westinghouse Electric Sup- 
ply Company's inventory problems 
are excluded from this discussion. 
The Service Department should be 
mentioned. Originally this depart- 
ment was organized to erect and in- 
stall Westinghouse products at their 
permanent locations and to service 
and recondition the company’s prod- 
uct. The department now also manu- 
factures and assembles certain prod- 
ucts at thirty-five locations over the 
United States for the purpose of ef- 
fecting more prompt delivery. They 
carry inventories which correspond 
to those of manufacturing divisions. 
The “Inventory Checking and Con- 
trol” program for the Service De- 
partment corresponds to that for di- 
visions except that for their work in 
process account they have a simple 
but very complete job order cost sys- 
tem which insures financial controls 
being in agreement with cost ledgers 
at all times. Since they also manu- 
facture only on customers’ orders, 
their work in process account pre- 
sents no problems. 


THREE PHASES OF SUBJECT 


There are three phases of the sub- 
ject which we shall discuss in the 
order mentioned. 

1. Accounting or value control, 


which includes description of our 
inventory accounts and records, 
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inventory depreciation _ policies, 
and touches on valuation policies. 
2. Quantity control, by items. 
3. Financial control, by means of 
budgets and statistics. 


Our classification of accounts 
shows the following for inventories: 
Shipping stocks, i.c., finished prod- 


ucts, and manufacturing stocks. 


The shipping stocks account is 
subdivided into twelve sub-accounts, 
but the only subdivisions that are im- 
portant for this discussion are: Ship- 
ping stocks located at divisions, i.e., 
at the manufacturing works; and 
shipping stocks located at district 
sales offices. 

Some of the other accounts in this 
group are: 

Special apparatus completed but held 
for customer 

Apparatus loaned 

Goods in transit—not billed 


The manufacturing stocks account 
is subdivided into ten sub-accounts, 
but the ones of prime interest here 
are: Raw material and supplies; fin- 
ished parts, i.e., component parts for 
apparatus not yet completed or as- 
sembled ; and work in process. 

Some of the other accounts in this 
group are: Material with suppliers, 
and material in transit between 
works or from suppliers. 

There are six inventory accounts 
not included in the above groupings 
and among these are: Paper and sta- 
tionery stocks, and development on 
customer orders. These accounts are 
not important to this discussion. 


Pay ON STANDARD TIME PLAN 


The company pays its hourly em- 
ployes on the basis of what we call 
a ‘Standard Time Plan”. This means 
simply that the Time Study Depart- 
ment establishes the number of hours 
that will be allowed for each task, 
and the employe or a group of em- 
ployes is paid for the allowed hours 
of work produced at the established 
or agreed to hourly rate. I should 
like to repeat that statement; allowed 
hours are established for each task 


and the workman is paid for these 
hours at his hourly rate. 


PROCEDURE DESCRIBED 


The Production Department, when 
it receives an order with complete 
engineering specifications, writes 
manufacturing information, follow- 
ing a plan which we refer to as the 
“Ditto System”. To illustrate, as- 
sume a very simple order for a knife 
switch, that is, an assembly of part 
1, which must be fabricated in de- 
partment ‘A’; part 2, which must 
be fabricated in department “B”; 
and 4 parts which are in stock. First 
a master ditto card or order is written 
for part 1, on which is shown a de- 
scription of the part, a description 
of the material used, and a list of op- 
erations necessary to fabricate it. The 
allowed hours are also shown for 
each operation. A similar card is 
made for part 2, one card is made 
for the 4 stock parts, so long as they 
all come from one stock room, and a 
card is made for the assembly opera- 
tion. 

From the master ditto cards copies 
are made for every record needed, 
including cost, payroll, and_ stock 
records. In the case of payroll, cards 
are made for each labor operation, 
which are later used as the basis of 
payment for allowed hours pro- 
duced. A distinctive color of card is 
used for payroll and for certain other 
purposes. At this point we should 
mention that the material inspector 
approves labor cards for quantity and 
quality of work as work is com- 
pleted, and delivers the labor card 
to the payroll department. This pro- 
cedure applies when parts are fabri- 
cated for stock, the same as when 
they are fabricated on a customer's 
order. 

From this brief description of the 
production system I have tried to 
make it clear that when writing man- 
ufacturing information we establish 
the quantities that will be produced 
and that costs, payrolls, and stock 
records are all prepared from an ex- 
act copy of manufacturing informa- 
tion which shows material required 
and hours of labor to be paid. 
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Four LABOR ELEMENTS INVOLVED 


We stated that allowed hours were 
established for each operation or 
task. To complete a given task or 
group of tasks there may be four 
labor elements involved. 


1. Time allowed to make ready. We 
refer to this as set-up labor. 

2. Time allowed to fabricate, i.e., 
productive labor hours. We refer 
to this time as net allowed hours, 
and will use the term ‘“‘net al- 
lowed hours” frequently. 

. Time allowed in excess of stand- 
ard, say for machining castings 
that are unusually hard. We re- 
fer to this as extra allowance 
labor. 

4. Time allowed for handling ma- 
terial and other expense opera- 
tions. This labor is part of fac- 
tory expense. 


ee) 


Each division of the company fol- 
lows our standard cost system. Each 
factory is divided into sections (our 
term is budget centers), and further 
subdivided into cost centers. In the 
case of each cost center a standard 
cost rate is established for each net 
allowed hour paid for. The elements 
of this cost rate are direct labor, set- 
up labor, extra allowance labor, and 
factory expense. 

The total net allowed hours, total 
paid for set-ups and the total paid 
for extra allowances, for each cost 
center for each pay period, are deter- 
mined from the payroll copy of the 
ditto card. Net allowed hours, times 
the total standard cost rate, deter- 
mines the charge to Work-in-Process 
for labor and factory expense, and 
form the labor and overhead part of 
the Work-in-Process inventory ac- 
count. The difference between the 
grand total of factory payrolls plus 
factory expenses and the amount 
charged to inventory as explained 
above is treated as variance and gen- 
erally is written off to operations 
currently. 


First-IN, First-OutT Basis USED 


Materials are charged to inven- 
tories at standard cost. The differ- 
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ence between the standard cost and 
actual cost is credited, or charged, to 
an inventory reserve account where 
it is retained so long as the material, 
or product of which it becomes a 
part, remains in inventories. At that 
time, the reserve is cleared to opera- 
tions. The effect is to value inven- 
tories on a first-in, first-out basis. 

Of course the standard cost for 
net allowed hours and material are 
also used to relieve the work in proc- 
ess account. From this description of 
the standard time wage payment 
plan, production system and stand- 
ard cost plan in use we have endeav- 
ored to show how we can keep an 
accurate financial control of work in 
process without balanced details 
supporting it. We have not tried to 
explain how we establish normals or 
standard material prices, since that is 
irrelevant. Before going further, per- 
haps I should say that in the Radio 
Division, where we manufacture 
broadcasting equipment and navy and 
army equipment, all of which is a 
highly specialized product, we keep 
cost details by orders, in agreement 
with the financial control. We also 
assemble cost details for the Steam 
Division by orders, but do not keep 
these details in exact agreement 
with the control. We have recently 
been changing in that direction in 
the Generator and Lighting Divi- 
sions, but do not now expect to ex- 
tend that plan beyond these divi- 
sions. Incidentally, we have the 
standard cost and the production 
plan previously described, in these 
four divisions as well as in the 
others. 


TAKE INVENTORY ANNUALLY, 
DurING SHUT-DOWN 


We shut down the plants for a day 
or two and take a physical inventory 
of the work in process account once 
each year, usually as close to the end 
of the year as practical. This inven- 
tory is costed at standard and the 
financial control is adjusted to the in- 
ventory by charging or crediting op- 
erations. This is the test of our cost, 
production, and inspection system 
and operation. 
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In preparing for and taking a 
physical inventory we are concerned 
with organization of the personnel, 
which necessarily goes beyond the ac- 
counting department; with removal 
of all scrap and excess materials be- 
fore the inventory date; with cessa- 
tion of movement of materials and 
apparatus while the inventory is be- 
ing taken; with identification of ex- 
pense and capital materials; with 
complete description for items in- 
ventoried; with accurate counting 
and costing and a properly recon- 
structed financial control balance as 
of the inventory date, i:e., a recon- 
structed financial control balance giv- 
ing effect to such items as materials 
inventoried for which supplier bills 
had not been entered as of the in- 
ventory date. 

No difficult problems have been 
experienced in keeping financial con- 
trol accounts for raw materials and 
supplies and shipping stocks in agree- 
ment with stock records by items, 
nor in keeping the stock records in 
agreement with stock on hand. We 
do segregate the financial control ac- 
counts for each location, in the case 
of raw materials and supplies, to 
ledgers or commodities and in the 
case of shipping stocks to stock 
schedules, which is, lines of appara- 
tus. We are also of the opinion that 
by machine posting these stock rec- 
ords and simultaneously costing and 
extending values we improve the 
records as to accuracy and obtain a 
reduction in cost of maintaining the 
records. We inventory stocks an- 
nually or more often, but spread the 
work over several months. 

Inventories are reviewed, and in- 
active or slow moving inventories are 
depreciated or written down in value 
annually in line with well defined 
policies. For shipping stocks the re- 
view of each style or item is made on 
a national basis. That is, the com- 
pany wide activity is checked against 
the balance in stock at all locations 
to determine whether or not the item 
should be depreciated. In the case of 
manufacturing inventories each. divi- 
sion is reviewed independent of the 
other, but they all follow the same 
policies. When inventories are de- 
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preciated, the amount is charged to 
the budget of the division and de- 
partment responsible for the inven- 
tory. 


QUANTITY CONTROL BY ITEMS 


Please recall that the second angle 
of the subject was referred to as 
quantity control by items. We think 
it is sufficient to say that we refer 
here to the control maintained by 
storekeepers and ledgermen in order 
that materials, parts, and apparatus 
may be available when required and 
may be ordered in quantities that 
will keep costs to a practical mini- 
mum. In our case as in every other 
one this control is largely a matter of 
analyzing each item. It is however, 
most important and far-reaching. 
The effectiveness of this control is 
dependent upon general guidance 
and experience and training of store- 
keepers and ledgermen. Coordina- 
tion between those responsible for 
finished parts and shipping stocks is 
important in our case. The present 
emphasis is to stock more parts and 
less shipping stock on the theory that 
a smaller investment is required to 
achieve the same end, the stock is 
more flexible, and on the average 
better deliveries can be made. 

By budgetary control of inven- 
tories we refer to the budgets de- 
signed to keep the investment in in- 
ventories commensurate with current 
activity and profits. In discussion of 
quantity control of inventories it 
has been stated that quantity to be 
maintained in stock is determined 
largely by factors influencing the de- 
mand for and availability of indi- 
vidual stock items. This is true. Any 
effort then to control these stocks 
by budgetary measures may seem in- 
consistent. However, our budgets 
for inventories are established only 
as a guide for management and as a 
means of determining whether or not 
quantity control is being exercised 


properly. Variations from budgets 
may and will occur, but in such 
cases the variations should be ex- 


plained. 
With an increasing amount of 
standard production we have become 
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aware of the possibilities of budget- 
ary control of inventories but we do 
not feel that our analyses are yet 
complete or that our inventory 
budgets are more than a preliminary 
step in the development of this 
broader type of inventory control. 
Exhibit “A,’’ shown on this page, is 
typical of our reporting of perform- 
ance against budgets. 


The Budget Division of our com- 
pany has, over a period of time, 
made an analysis for the majority of 
the operating divisions to determine 
the best control relationship for 
various inventory balances. The bases 
which were considered are: 

1. Orders entered 

2. Unfilled orders 

3. Net sales billed 

4. Deliveries from Work in Proc- 

ess Account 

5. Net allowed hours 


By studying these bases and their 
relationship to inventories we have 
attempted to determine whether a 
reasonably consistent relationship ex- 
ists between any of them and our in- 
ventory balances. If such exists, we 
have a means by which we can de- 
tect any unhealthy increase in or de- 
pletion of inventories. 


Net ALLOWED Hours Is Most 
SATISFACTORY CONTROL 


It now appears that the most satis- 
factory control basis for the raw ma- 
terials and supplies balance is net al- 
lowed hours. Although the budgets 


are based on net allowed hours we 


think it is not sound practice to de- 
velop directly the relationship of 
inventory balances to net allowed 
hours because of the many variables in 
the historical relationship. For ex- 
ample, issues per net allowed hour 
from raw materials will vary with 
different activities, because in certain 
periods hours may be expended on 
other than product. That is, the cur- 
rent net allowed hours reported may 
contain hours spent on the produc- 
tion of expense materials, develop- 
ment, making of tools, and the like. 
These net allowed hours do not re- 
quire the same amount of raw ma- 
terial that is required for operations 
on customers’ orders or products for 
stock. 

It also appears from the data that 
there are justifiable variations in the 
length of the turnover period of raw 
materials. This will become appar- 
ent when we consider that it is neces- 
sary to maintain a minimum backlog 
of raw materials. As activity (net 
allowed hours) in the shop increases 
and the quantity of raw materials is- 
sues increases correspondingly, the 
relationship between this backlog 
and the current issues decreases. In 
other words, the turnover or number 
of months’ supply decreases. 

In view of the variables mentioned 
we find that we can obtain a more 
correct relationship between balances 
and net allowed hours if we consider 
issues and number of months’ sup- 
ply separately in their relation to net 
allowed hours. 

From past history each manufactur- 
ing division determines the turnover 








EXHIBIT A 
SUMMARY STATEMENT OF INVENTORIES 


INVENTORIES-STATEMENT 3A, SCH.8 


MGEKENUPIOCESS ..5..66 6-060 hors see eos Gede bs wh 
Shipping Stocks—Divisions.................. 

—Sales Offices............... 
W. in P.—Cust. Order Development.......... 
Other Unbudgeted Inventories................ 


Total Inventories—Gross................ 





Last Month This Month Budget 
982,835 985,825 1,060,000 
400,894 394,245 340,000 
1,503,084 1,627,122 1,310,000 | 
432,764 509,825 560,000 | 
1,230,155 1,213,567 910,000 | 

3,048 5,708 5,708 
9,371 90,710 90,710 
4,562,153 4,827,006 




















periods for raw materials inventory at 
internals for a full range of manu- 
facturing activity, turnover being de- 
fined as current balances divided by 
current issues. At this time refer to 
Exhibit “B.”” A graph is then prepared 
on which the various turnover pe- 
riods expressed in months are plotted 
as ordinates, and the corresponding 
net allowed hours for that period are 
plotted as abscissae. 

The next step is the plotting of a 
graph showing the relationship be- 
tween Raw Materials issues and net 
allowed hours at various levels of pro- 
duction for a full range of manufac- 
turing activity. 

From these two graphs we now read 
the value of issues and also number 
of months’ supply for a full range of 
activity. This reading is recorded at 
the bottom of Exhibit “B.” By extend- 
ing each value of issues, times the cor- 
responding number of months supply 
for that activity, we obtain the budgets 
for the balances to be maintained in 
Raw Materials for the respective activi- 
ties expressed in net allowed hours. 
From this tabulation a third graph is 
plotted with balances as ordinates and 
net allowed hours as abscissae and to 
determine the current month’s budget 
for the balance in Raw Materials in- 
ventory, the curve is read for the net 
allowed hours of the month. 
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BUDGET ON Basis OF NET ALLOWED 
Hours 


Whenever practicable we budget the 
raw materials balances on the basis of 
net allowed hours for the correspond- 
ing month. In some divisions how- 
ever conditions may exist which cause 
an out-of-phase relationship between 
raw materials and supplies, and cur- 
rent net allowed hours. It may be 
necessary to order certain materials 
long in advance of production in or- 
der that they will be available when 
required; for example, we get mica 
from Madagascar. In such divisions 
budgets will be based on forecasted 
net allowed hours or on a combination 
of forecasted and current hours. 

In general this same plan is em- 
ployed also for budgeting finished 
parts and work in progress. 

This discussion of the development 
of our budgets merely sets forth the 
general basis on which inventory 
budgets shall be developed. The budg- 
ets of each division will necessarily be 
influenced by factors peculiar to that 
division. For example, our Generator 
Division finds a better budgetary con- 
trol through budgeting the balances in 
each raw material and finished parts 
storeroom on the relationship between 
balances in the particular storerooms 
with the net allowed hours of the par- 


EXHIBIT B 


DEVELOPMENT OF BUDGET ALLOWANCES FOR CONTROL OF RAW MATERIAL 
AND SUPPLIES BALANCES 


N. A. H. 
Year Average Monthly 
1930 347,200 
1931 200,200 
1932 92,600 
1933 91,500 
1934 121,700 
1935 145,000 
1936 241,200 
1937 388,700 


HIsToRICAL DATA 


in Months Issues 
Average Turnover Average Monthl) 


1.8 603,700 
2.8 291,000 
4.7 111,500 
4.3 96,400 
3.9 140,600 
2.6 202,500 
21 385,000 
2.8 641,600 


DEVELOPMENT OF BUDGET ALLOWANCES 


Selected From Curve No. 2 
NA, ff. Issues 
50,000 54,000 
100,000 125,000 
150,000 208,000 
200,000 298,000 
250,000 395,000 
300,000 494,000 
350,000 592,000 
400,000 690,000 
425,000 740,000 


From Curve No. 1 


Calculated Balance 


Turnover (Issues x Turnover) 


De. 311,000 
4.15 519,000 
ZET 659,000 
2.63 784,000 
y Fo 5 912,000 
2.06 1,018,000 
1.87 1,107,000 
1.71 1,180,000 
1.65 1,221,000 
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ticular sections using the bulk of the 
respective materials. Further, Gener- 
ator Division finds that an out-of- 
phase relationship exists between cur- 
rent hours and inventory balances. 
Analysis proves that a much better 
budget is developed by using a net 
allowed hour value based upon an 
average of current net allowed hours 
and two months forecasted hours. 

Although our experimentation with 
inventory budgeting has been limited 
to only a few years, we feel that they 
are proving to be a valuable guide to 
management in economic control of 
inventories. 

At the beginning of the discussion 
we stated that there is an accounting 
organization in each district, in each 
manufacturing division, and in each 
subsidiary. Obviously the auditor in 
charge of each such accounting organi- 
zation is trained and required to fol- 
low general policies and procedures 
and at the same time see that the ac- 
counting will meet local conditions. 
The problems encountered in develop- 
ing inventory budgets, as well as ex- 
pense control budgets, forecasts and 
analyses, differ from the ordinary ac- 
counting assignments. In each divi- 
sional accounting organization we have 
a man who devotes his entire time to 
this type of work, and the experience 
of these men has been extremely valu- 
able in such progress as we have made 
in developing inventory control budg- 
ets. 


SEC Reports Further on Management 
of Investment Companies 


The Securities and Exchange Commis- 
sion has transmitted to the Congress an 
additional section of Chapter II of Part 
Three of its over-all report on the study 
of investment trusts and investment com- 
panies which it has conducted pursuant 
to Section 30 of the Public Utility Hold- 
ing Company Act of 1935. Part Three 
deals primarily with the abuses and de- 
ficiencies in the organization and oper- 
ation of the management investment com- 
panies. 

This section of Chapter II sets forth in 
detail, as was done in the first section of 
this chapter, the histories of additional 
investment companies. The Commission 
will shortly transmit to the Congress his- 
tories of additional companies, it is an- 
nounced. 











Simple Outline for Experience Rating 
Law Now Available to States 


It is a pleasure to meet with you this 
morning to discuss this topic of experi- 
ence rates, and, in a manner that I 
trust is fitting for a gathering of con- 
trollers, I should like to answer the 
question, “What are they?” and then 
explain why they are. The question 
of what experience rates are can possi- 
bly be answered in three sections. 

For the employer they are a method 
of reducing his tax cost. I do not need 
to amplify to you the advantages of 
that. For the employee, experience 
rates offer more regular wages. I do 
not need to amplify the advantages of 
that to the employee. For the state 
administration, they offer a smaller 
load and therefore an opportunity to 
do a better job for the claimants who 
are in need of benefits. 

Let me go back and give you a little 
bit of the history. When the Federal 
Social Security Act was passed in 1935, 
it provided, as you well know from 
the reports that you have already ren- 
dered, that from your federal tax of 
three per cent., in Title 9, you might 
deduct the amount which you had pre- 
viously paid under state unemploy- 
ment compensation laws. 

It also provided that you might de- 
duct from your federal tax an amount 
that you had been relieved of paying 
to the state because your employment 
experience was more favorable than 
the employment experience of some 
other employers in the state. This ad- 
ditional credit allowance, as it is called 
in the Federal law, is called by most 
state laws merit rating. 


ONCE “MeriT”’ RATING, Now 
EXPERIENCE RATING 


None of us likes to admit that the 
other fellow is any better than he is, 
and calling it merit rating implied 
that somebody else had done a better 
job. We are all a little bit loath to 
give the other fellow credit. Recog- 


By F. B. CLIFFE 


nizing that disadvantage, and the fact 
that “merit” was not an accurate de- 
scription of it, a group in Massachu- 
setts started the idea of calling it “ex- 
perience rating,” and for the last year 
we have been using the term ‘‘experi- 
ence rating’ as faithfully as we can. 
In fact, in the little group with which 
I have been meeting, we have the cus- 
tom of fining each other ten cents any 
time the term “merit rating” crops 
up, unless it is put in quotation marks. 

Experience rates are primarily an in- 
centive to the employer to furnish 
more regular work, and, by furnishing 
more regular work, to prevent his em- 
ployees from requiring or being eligi- 
ble for benefits. 








——__— — — 


NE of the most constructive | 

suggestions that has come 
out of the state unemployment 
compensation maze, for the set- 
ting up of a workable plan, in the 
form of state laws, for “merit rat- 
ing,” or “experience rating,” as it 
is now more commonly known, is 
described in this address by MR. 
FRANK B. CLIFFE, assistant con- 
troller of General Electric Com- 
pany, recognized as one of the 
best posted men in this country on 
this subject. 

The address was delivered at 
the Eastern Spring Conference of 
THE CONTROLLERS INSTITUTE OF 
AMERICA on April 24 at the Wal- 
dorf-Astoria Hotel, New York 
City. 

The plan described is the out- 
come of months of study of this 
intricate subject. It is gradually 
being adopted by the states, and is 
presented with the thought that 
controllers, and employers gener- 
ally, may well advocate its enact- 
ment by state legislatures. 

It is a privilege to present the 
details of the plan as described in 
simple terms by Mr. Cliffe. 

—THE EpITor. 
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Experience rates are also a means 
of distributing the cost somewhat in 
proportion to the actual unemploy- 
ment load; recognizing that the em- 
ployers who have much unemployment 
should pay higher taxes than the em- 
ployers who have little unemployment 
or who furnish regular work to their 
employees. 


AIMED AT UNDUE EXCESS IN STATE 
FUNDS 


A third objective of experience rates 
is to prevent the accumulation of an 
undue excess in the state funds. There 
are some states where experience to 
date shows that a 2.7 per cent. tax is 
greatly in excess of the requirements. 

You know perfectly well that when 
the federal act went through, nobody 
knew what the cost of unemployment 
benefits would be. A figure of 3 per 
cent. for the federal tax was picked 
out of the air. There were no studies 
available that were satisfactory as an 
indication of what the cost would have 
been in past years, what the unemploy- 
ment load had been in past years; and, 
even if there had been such studies, 
they would not have been a reasonable 
basis for fixing a tax rate that would 
apply to conditions that would de- 
velop with unemployment compensa- 
tion laws on the books. 

Therefore, the federal law fixed a 
3 per cent. rate, picking it out of the 
air, and then provided that state rates 
might be as much lower as was proper 
in view of the actual experience of the 
employers in the states. As you know, 
Wisconsin is the only state whose law 
has been in operation long enough for 
the employers to feel the benefit of 
the lower tax rates, and this year, for 
the first time, a very appreciable per- 
centage of the employers in Wisconsin 
are paying less than the standard 2.7 
per cent. 
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NEARLY ALL STATES PROVIDE FOR IT 
CHART I 
ILLUSTRATION OF UNEMPLOYMENT EXPERIENCE RATES 


However, three-quarters of the 
Employer M Employer Q Employer R State Total 


states provided in their original laws ‘Eive 


sat 
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ee ee 





for what they termed ‘‘merit rating.” __ A. Payroll 600,000 — 2,000,000 1,900,000 4,500,000 
A few states provided only that the | S nae ga nein ‘a 78,000 
bats: : bs . Bene ages 300,006 40,000 40,000 780,000 
subject should be studied, and two D. State Experience Factor (B -:- C) 10% 
states made no mention of the subject. | E. Senet hep te (C+ A) 50% 22% 2% | 
So : F. Tax Rate (from table) 3.6% 2.5% 5% | 
there are only a few states that do G. Tax Payable (A X F) 21,600 50,000 9,500 81,100 | 
not now have some provision for ex- H. Probable Benefits (C x D) 30,000 44,000 4,000 78,000 | 
perience rating. In Wisconsin, the I. Excess of Tax over Benefits (G—H) 8,400 6,000 5,500 3,100 


type of experience rating that was pro- 
vided in the original law has been op- 
erated satisfactorily. By ‘‘satisfactorily,”’ 
I mean that payment of benefits has 
not been slowed down, and adminis- 
trative cost has not been excessive. 

Those favorable results are due, in 
part, to the fact that in Wisconsin the 
benefit formula is geared to the sepa- 
rate employer. In Wisconsin there is 
not any pooling of earnings from sev- 
eral employers to fix a benefit rate. 
That is the only state where that type 
of benefit formula has been adopted, 
and therefore it may be that other 
states can not reasonably expect to 
carry on their experience rating, as 
easily as it is done in Wisconsin. 

As a matter of fact, in the other 
states—some forty of them—that pro- 
vide for these variable taxes, after the 
laws were passed and the administra- 
tions were organized, the administra- 
tors started to study routines. They 
found, in many cases, that the law that 
had been wished upon them was going 
to be difficult to handle—partly due 
to the benefit formula, partly due to 
the provisions relating to experience 
rating. 

When they started to pay benefits a 
little more than a year ago, some 
twenty states found that in order to 
carry out the provisions of their laws 
and to prepare for experience rates for 
employers, it would be necessary for 
them to go through a rather compli- 
cated bookkeeping operation. Such an 
operation probably could be handled 
by any of the firms that are here repre- 
sented, so far as their own employees 
are concerned, but it becomes increas- 
ingly difficult as the number of em- 
ployers mounts to the hundreds of 
thousands, and the number of em- 
ployees mounts to the millions. 

The Social Security Board, which 











must approve all requests for expense 
budgets in the states, said in effect: 
“This operation is going to be expen- 
sive and clumsy. Therefore, we will 
not include any amount in your au- 
thorized budget to carry out the pro- 
visions of your law dealing with ex- 
perience rating.” 

“Oh,”’ said some of the state ad- 
ministrators, “‘you can not do that to 
us. Our law says that we must have 
experience rating, and therefore you 
must give us the money.” 

“Ah,” said the Social Security 
Board, ‘‘by one of those rare strokes of 
good fortune, your law does not say 
when you have to make those charges, 
and so we will not give you any money 
now to make these charges. Maybe 
some time in the future we will let 
you have the money.” 


FEDERAL BOARD STOPPED ACTION BY 
STATES 


Well, you know as well as I do that 
a state can not go on for two or three 
years making benefit payments, and 
then try to go back through its records 
and analyze their history. What the 
Social Security Board was really do- 
ing—in fact, although not in letter— 
was telling the states that they could 
not spend any money for experience 
rating—not in 1938, at least. 

That set some of us to thinking, and 
a committee of the New York State 
Employers’ Conference, which  in- 
cluded the four men who are on the 
program this morning, plus Mr. Gretz 
of the American Telephone and Tele- 
graph Company, and Mr. Cochrane of 
the Eastman Kodak Company, as- 
signed ourselves the job of getting 
some way of varying the tax rate that 
would have all of the advantages and 


yet would avoid the disadvantage of 
high expense and administrative dif- 
ficulty.* 

What resulted from our discussions 
over a period of time is summarized in 
the charts that I have in back of me. 
I should like to outline the material 
that is there and to point out that there 
are numerous variations which may be 
made to correspond with the desires 
of a particular state, and yet preserve 
the advantages of the simplified pro- 
posal that we have here for experience 
rating. 


PLAN EVOLVED BY COMMITTEE 


Let us bear in mind that we had a 
few simple and definite objectives 
when we started out, and let us bear 
in mind also, that this is not the Cliffe- 
Texas plan. It is not the Cliffe plan 
at all. In its design, it was the work 
of a committee. I was only one of six, 
and not more than sixteen and two- 
thirds per cent. of the committee. 

In the second place, it is proper to 
refer to it as the Texas plan, because it 
has been adopted in its essence in 
Texas—the legislature” passed it a 
month ago—and that without any di- 

(Please turn to page 214) 


* The four men on the program of this 
particular conference, to whom reference 
was made by Mr. Cliffe, were: Mr. Her- 
bert A. Ehrmann, of the Consolidated 
Edison Company of New York, Inc., who 
was chairman of the conference; Mr. 
John A. Williams, of the Niagara Hud- 
son Power Corporation, Syracuse; Mr. 
Cliffe, who made the address which is 
reproduced here; and Mr. George W. 
Guth, of the Socony-Vacuum Oil Com- 
pany, Inc., New York. Messrs. Williams 
and Guth also addressed the conference. 
The session was largely attended, and the 
discussion from the floor which followed 
each address was animated, indicating in- 
tense interest in the subject. 
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Brief Items from Here and There of Inttest 





SIGNIFICANT SENTENCES 
From Address by Honorable ROBERT 
E. HEALY, of Securities and Exchange 

Commission 


Before Mid-W estern Conference of 
Controllers 
You as controllers have charge of the 
accounting of many large corporations 
and you control that accounting before 
and after the auditor comes. 


You are as expert in the accounting 
field as is the auditor or the certified pub- 
lic accountant. 


Moreover, you have a first-hand know!1- 
edge of the patient’s (company’s) daily 
habits that is far more intimate than can 
be obtained by the auditor. 


Another of your jobs is to detect symp- 
toms of trouble at the earliest possible 
moment and to prescribe corrective meas- 
ures. 


I believe that most of those (com- 
panies) examined will be found to be 
fundamentally sound. 


A complex method of reporting facts 
has grown up in the form of internal ac- 
counting. 


The modern controller is much like the 
old fashioned treasurer that I knew in 
Vermont. He is the center of this in- 
formation service. He has assumed the 
duty of putting the corporate life on 
paper. To do this he has had to develop 
an internal accounting machine so well 
poised and so well supplied with checks 
and balances that the chance of material 
error, through fault or mischance, is re- 
duced to a minimum. 


Fundamentally, the investor must rely 
upon your efforts and may look to the 
periodic review by independent auditors 
only as a sort of insurance. 


The job of putting that principle (the 
principle of segregation of duties and re- 
sponsibilities) into practice by adapting 
it to the needs and idiosyncrasies of a 
particular business ranks in my mind as 
one of your prime duties. 


The public accountant then must utilize 
the results of the system. Its importance 
to his work makes it imperative that he 
familiarize himself with the methods in 
use. 





RESPONSIBILITY FOR TRAINING 
FUTURE CONTROLLERS 


“Mr. John H. McDonald's | 
Committee on Education has done 
a Splendid piece of work in con- 
tacting the associations of colleges 
and arranging participation on 
their conference programs with 
the view of having included in 
their curricula study courses that 
lead to the educational ground 
work of the future employees of 
controllers’ departments. 

“But the real responsibility for 
the training of future controllers 
rests with the controllers them- 
selves.” 

—Extract from address by President 
Roscoe Seybold of Controllers Insti- 
tute of America at dinner of Mid- 


Western Conference of Controllers 
in Cleveland, May 15. 











We have indeed specifically stated that 
the outside auditor may rely upon an 
internal system of audit provided he sat- 
isfy himself that the system is in good 
working order. 


.... the controller is the man who 
holds the key to sound corporate account- 
ing. It is his system upon which adequate 
corporate reporting ultimately rests. 


The primary responsibility for proper 
accounting rests upon the corporate man- 
agement in the person of the controller. 


The stockholder has a right to look to 
the corporation’s own accounting system 
for an adequate, intelligible and honest 
reporting of its affairs. 


As controllers, one of your functions is 
the preparation of financial information 
for transmittal to the security holders of 
your company. The very existence of 
this Institute testifies that you are alert 
and willing to accept responsibility. 


I think the responsibility for the qual- 
ity of financial reporting to stockholders 
must in large part be placed on your 
shoulders. 


Is it a necessary feature of accounting 
that such concepts as “depreciation,” 
“maintenance” and “profits,” should be 
given separate and inconsistent defini- 


tions for stockholders, for taxing bodies 
and for other governmental agencies? I 
do not believe it is nor that such a situ- 
ation will ultimately endure. 


These then are your duties as control- 
lers: to know and record the financial 
health of your patient, the corporation 
which employs you; and to report your 
patient’s progress and condition to its 
owners. 


You, as controllers, are the stockhold- 
ers’ first line of defense against an irre- 
sponsible management. You, as control- 
lers, are also the first in line for criticism 
when trouble comes. 


With added powers over intra-corpo- 
rate policies and activities, you will be 
able, as well as eager, to increase your 
contribution. Before the auditor comes, 
and after he goes, the patient’s health is 
in your hands. 


Ninth Annual! Economic Conference 
for Engineers 


The final program of a ten-day eco- 
nomics conference of engineers, June 24 
through July 3, and an accompanying 
day-by-day schedule of sixty-four con- 
ference sessions on various topics of spe- 
cial interest to the engineering profes- 
sion, all of which are related to a general 
theme of “Business and Government,” 
have been made public by Dr. Harvey N. 
Davis, president of Stevens Institute of 
Technology, Hoboken. Invitations to the 
conference, Dr. Davis said, are issued 
by Stevens Institute, the Management 
Division of the American Society of Me- 
chanical Engineers, and the New York 
Section of the American Institute of Min- 
ing and Metallurgical Engineers. This 
is the ninth annual Economics Confer- 
ence for Engineers and, like the previous 
conferences since 1931, it will be held at 
the Stevens Engineering Camp at John- 
sonburg, New Jersey. The purpose of this 
annual conference of engineers, Dr. Davis 
said, is to provide a forum for the dis- 
cussion of major economic problems 
from the point of view of the engineer- 
ing profession. 


Intangible Air of Conscious Achievement 
About “Controller” 


“There is some sort of intangible air 
to ‘The Controller’ that spells conscious 
achievement,” writes Professor John H. 
Shields, of Duke University, an associate 
member of The Controllers Institute of 
America. 
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SIGNIFICANT SENTENCES 


From Report Adopted by American 
Institute of Accountants 


The well established custom of making 
test-checks of accounting records and re- 
lated data and, beyond that, reliance 
upon the system of internal check and 
control after investigation of its ade- 
quacy and effectiveness, has with very 
few exceptions proved sufficient for its 
purpose. 


There is a question now before the 
profession as to whether its procedures 
shall be extended. 


The function of the independent certi- 
fied public accountant is to examine a 
concern’s accounting records and support- 
ing data, in certain matters to obtain out- 
side confirmations, and to require and 
consider supplementary explanations and 
information from the management and 
employees, to the extent necessary to en- 
able him to form an opinion as to 
whether or not the financial statements 
as submitted present fairly the position 
and results of periodic operations. 


His function is limited to reporting 
upon situations arising out of business 
transactions that have taken place in the 
past. In no sense is he an insurer or 
guarantor. 


Management itself has the direct re- 
sponsibility for the maintenance of an 
adequate and effective system of accounts, 
and for the proper recording of transac- 
tions in the books of account and for the 
safeguarding of the assets of a concern. 
It is also charged with the primary re- 
sponsibility to stockholders and to credi- 
tors for the substantial accuracy and ade- 
quacy of statements of position and op- 
erations. 


The independent auditor must also ex- 
ercise his best judgment in determining 
the scope of his examination and in de- 
ciding whether the interests of stockhold- 
ers and creditors justify the time and ex- 
pense involved in the extension of any 
particular line of inquiry. 


In a well organized concern the prin- 
cipal reliance for the detection of .... 
irregularities is placed upon the main- 
tenance of an adequate system of ac- 
counting records with appropriate in- 
ternal check and control. It is the duty 
of the independent auditor to satisfy him- 








| RECOMMENDS ROTATION OF 
MEN PERFORMING ACCOUNTING 
FUNCTIONS 

“We have found it effective in 
a large organization to adopt the 
practice of shifting our men from 
one department to another—from 
one class of work to an entirely 
different class of work. This not 
only assists in the employee learn- 
ing the different functions, but it 
broadens his outlook—and in 
coming into the new department 
he brings a new viewpoint to his 
new work. We have found that 
this has added a great deal to the 
effectiveness of the work.” 


—Extract from address by President 
Roscoe Seybold of Controllers Insti- 
tute of America at dinner of Mid- 
Western Conference of Controllers, 





at Cleveland, May 15. 








self that the system of internal check and 
control is adequate and sufficiently effec- 
tive to justify reliance thereon. 


The added steps that may well be taken 
to give greater assurance with regard to 
inventory quantities will vary in different 
circumstances but, however extensive 
these may be, the training and experience 
of an independent certified public ac- 
countant does not qualify him as a gen- 
eral appraiser, valuer, or expert in ma- 
terials. 


Your committee believes that corrobo- 
ration of inventory quantities by physical 
tests should be accepted as normal audit 
procedure. 


Many corporations do not have ade- 
quate perpetual inventory records and 
greater use of them should be encouraged. 


The proposed changes will take time 
to bring about and your committee is of 
the opinion that in the meantime the pro- 
fession may well be faced with the neces- 
sity of submitting qualified reports in 
those cases in which it has been imprac- 
ticable to carry out the added procedures. 


In making or observing the making of, 
physical tests by count, weight, or meas- 
urement, the independent certified public 
accountant does not hold himself out as, 





or assume the responsibilities of, a gen- 
eral appraiser, valuer, or expert in ma- 
terials. 


Your committee suggests that the in- 
dependent auditor should be engaged or 
nominated by the board of directors. 


It is believed that the business and fi- 
nancial public now fully understand that, 
in a well organized concern, the detec- 
tion of irregularities is primarily a matter 
of internal procedure, and that testing 
and sampling, to determine whether such 
procedure is adequate in scope and ef- 
fective in operation, is the usual practice 
of the independent auditor. 


The true profit or loss of a concern can 
be determined with accuracy only over its 
entire existence. 


It should be borne in mind that the 
financial statements, with all supple- 
mental descriptive and explanatory data, 
including footnotes, are regarded as rep- 
resentations of the client. It is upon all 
these representations that the independent 
certified public accountant renders his 
opinion. 


It is worthy of repetition that the ex- 
tent of sampling and testing should be 
based upon the independent auditor’s 
judgment as to the effectiveness of in- 
ternal control, arrived at as the result of 
investigations, texts, and inquiries. 


The report should be addressed to the 
Board of Directors or the stockholders if 
the appointment is made by them. 





Inquiries Concerning Institute Invited 

| The Controllers Institute of Amer- 
ica is a technical, and in a sense a 
professional organization composed 
of nearly 1,200 controllers of the 
larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent on 
request. Address, The Controllers 
Institute of America, One East Forty- 
second Street, New York City. 

















Experience Rating 
(Continued from page 211) 

rect assistance from any of the mem- 
bers of the committee. The adminis- 
trator in Texas said: “This offers a 
solution to many of the problems that 
I have been facing.” The adminis- 
trator picked up the ball and carried it 
as one of his recommendations to the 
legislature, and it was adopted by the 
legislature in Texas during March. 

It is now pending before the legis- 
latures of a number of states. It has 
been passed in Delaware and is await- 
ing the signature of the Governor 
there. [Actually signed on the day of 
this Conference.]} We have no rea- 
son to believe that he will not sign it. 
A number of other states have it either 
in the form of bills before the legis- 
lature, or bills that have been drafted 
by the administration and not yet pre- 
sented to the legislature. 

In New York State it is the proposal 
which is recommended by four of the 
voting eight members of the Advisory 
Council. They filed a report some two 
weeks ago, recommending the im- 
mediate adoption of experience rating, 
and this is the proposal that they had 
in mind when they made that recom- 
mendation. 


Four OBJECTIVES OF THOSE WHO 
DEVISED PLAN 


Let us take a look at it and see what 
the objectives are. First of all, we 
wanted a simple system; second, we 
wanted a system that would automati- 
cally approximately replenish the fund, 
so there would be a revolving fund 
and not a mounting fund, as experi- 
ence to date indicates it otherwise 
would be in many states; third, we 
wanted it simple enough so that ad- 
ministrators could handle it with a 
minimum of expense; fourth, we 
wished to preserve the incentive to 
employers to keep employees on the 
payroll just as steadily as possible—in 
other words, to furnish work instead 
of furnishing benefits to be financed 
through taxes. 

Here is the proposal, and I will run 
through it rather hastily and then come 
back to the principles that are involved. 
Let us assume, for the sake of illustra- 
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tion, that the state has only three em- 
ployers—M, Q, and R; and that their 
payrolls for the previous year are 
$600,000, $2,000,000, and $1,900,000 
—a state total of $4,500,000. 

That information is all shown on 
the tax return, whether required 
monthly, quarterly or annually. The 
state has that information now. Let 
us assume also that the total benefits 
that were paid out in the state during 
the year were $78,000. Before those 
benefits were paid, the state, whatever 
its benefit formula, had to consult the 
record of each employee who claimed 
benefits to see whether he was eligible, 
how much he might draw, what his 
benefit rate should be. 


EMPLOYEES BENEFITS TEN PER 
CENT. OF WAGES 


And so the state has available the 
wage history in the base period of 
these employees who drew benefits— 
and, in this case, assume that they were 
only a fraction of the total number of 
employees in the state. In other words, 
the wages earned by the employees 
who applied for and received benefits 
was $780,000, or, on the average, em- 
ployees drew benefits equal to ten per 
cent. of the wages of the same group 
of employees. 

These figures, you see, the state al- 
ready has available. It requires no ad- 
ditional reporting or calculation. Once 
a year, the state would need to divide 
total benefits by the wages of employ- 
ees who drew benefits to get this figure 
(indicating 10 per cent.). That is one 
calculation a year—not a very difficult 





there will be written into the state law 
a table which would provide for tax 
rates that would be payable under cer- 
tain given conditions. 

In the chart over here, (Chart II) I 
have made an extract from that table, 
assuming that the minimum tax rate 
in a particular state is going to be one 
half of one per cent., and that the 
maximum tax rate is going to be 3.6 
per cent. Those minimum and maxi- 
mum figures might be placed anywhere 
that the state pleases to fix them. I 
used this illustration merely because 
one state that is not too close to New 
York City has a series of amendments 
now pending using those figures. 

If, however, the state wished to 
have a one per cent. minimum, it 
would simply mean eliminating this 
first column (indicating column headed 
“5 %’). If they wished to have a 
3 per cent. maximum or a 2.7 per cent. 
maximum, it would just mean cutting 
off that end of the table (indicating 
last column). The state law would 
provide in an amendment a table, of 
which this is an extract, going down 
to a state experience factor of one per 
cent. and going up as high as might 
be necessary, based upon the benefit 
formula of the state, saying that if the 
state experience factor in any year was 
one of these percentages (indicating) 
—and let us take 10, because it is an 
easy figure to bear in mind—if the em- 
ployees who drew benefits drew bene- 
fits equal to 10 per cent. of their 
wages, then this (indicating 10% hori- 
zontal line) is the line that we would 
use for fixing tax rates for that year. 

Now, let us see how we will apply 
that. At the end of the year, the state, 





operation. 
The proposal contemplates that having all of these records of employ- 
CHART II 
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ees who have drawn benefits and their 
wages, classifies them by employer, 
which is not a difficult operation, 
merely a sorting of the wage slips or 
benefit records for the employees who 
drew benefits. Let us assume that em- 
ployer M had $300,000 of his wages 
in that file—in other words, half of 
his wages had become the basis for 
benefit payments; and employer Q had 
$440,000, or 22 per cent. of his wages 
in that file; and employer R had 
$40,000, or just over 2 per cent. of his 
wages which found their way into the 
file. 
Basic FORMULA 


I will not go through too much of 
the arithmetic. Our basic formula is 
to multiply this percentage (state ex- 
perience factor) by this percentage 
(employer benefit wage ratio) to get a 
tax rate. The table makes it unneces- 
sary to make this multiplication for 
each employer. In its actual use, we 
would do this: 

Let us start with employer R, who 
has 2 per cent. of his wage records 
which have become the basis of benefit 
payments. You start on line 10 (state 
experience factor 10 per cent.), since 
that is the only line that concerns you 
this year, and travel across until you 
get a figure that includes 2 per cent— 
in this case the first column, which 
indicates the tax rate .5 per cent., will 
apply to employer R. 

For the second employer, with a 22 
per cent. benefit wage ratio—you 
travel across line 10 until you get 
something high enough to include 22 
per cent. You come over to this point 
(25 per cent. shown on the table) ; 
2.5 per cent. is his tax rate. The 
third employer is clear off the sheet. 
Anything that is above 30, in excess 
of this Column 6, takes the maximum 
tax rate of 3.6 per cent. 

You see that the new operation that 
has been introduced, so far as the 
state’s job is concerned, is to divide 
this figure of benefit wages by total 
payroll, look at the table to find a 
higher figure than the employer’s bene- 
fit wage ratio, and put down a tax rate. 
I submit to you as accounting officers 
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that that is not a very complicated op- 
eration, even for state administrators. 


EFFECT IN FoRM OF TAX Pap 


Let us see what happens after we 
have put down this tax rate. Employer 
M was given a tax rate of 3.6 per 
cent., and during the coming year he 
pays that rate on his payroll. For the 
sake of illustration I am dealing with 
just one year and assuming that the 
payroll is the same every year, 3.6 per 
cent. of his payroll would produce a 
tax of $21,600; 2.5 per cent. of Em- 
ployer Q’s payroll would produce a tax 
of $50,000; and one-half of one per 
cent. for R would produce a tax of 
$9,500—or a total tax that would be 
raised of $81,100. 

That compares with the figures 
which I have assumed were benefit 
payments in the last year of $78,000. 
In other words, we have raised in 
taxes about the amount that has been 
paid out. Naturally, it would not come 
out exactly in any year unless you 
fudge the figures. I had a nice illus- 
tration that balanced out exactly, but 
I thought I might as well be realistic. 
I knew I could not make you believe 
that it would actually work that way 
so here is a little variation. 





Witt Not BALANCE OuT EXACTLY 


In this case, the tax was a little bit 
more than the benefits actually paid 
out, and therefore the fund would 
have grown by $3,100 that year. In 
operation, it will not balance out ex- 
actly in any year, but it will come 
reasonably close. It will fail to bal- 
ance exactly, let me point out, for two 
causes. It tends to be inadequate to 
the extent that there are employers 
who should be paying more or less 
than the tabular tax rate; and payrolls 
vary from year to year. Let us put it 
this way: If the average state experi- 
ence held for the employees of M, 
they drew 10 per cent. of $300,000, 
or $30,000, in benefits. His tax is only 
$21,600, and obviously his employees 
are draining the fund to the tune of 
$8,400. I had to have a little red ink 
on here just to make the statement 
look natural, these days. 
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This employer, Q, as you see, is pay- 
ing taxes of $50,000, and his employees 
received benefits of only $44,000, so 
he is putting into the kitty $6,000 
more than his employees take out. R 
is putting in quite a bit more. He 
should be paying only .2 per cent. 
tax, but the minimum tax rate applies 
to him. 

There are factors that prevent it 
from balancing exactly, but I should 
like to submit, on behalf of the com- 
mittee that prepared these recommen- 
dations, that when you are dealing in 
terms of hundreds of millions of dol- 
lars, variations of a few million dollars 
do not make any difference in the sol- 
vency of the fund as a whole. 


THREE-YEAR MOVING AVERAGE 
PROPOSED 


Now I should like to put in a few 
trimmings. This is the bare outline, 
and there were a few suggestions that 
came to us in the course of our study 
to improve the basic ideas a little bit— 
refinements, if you please. 

Maybe we ought to do this whole 
thing on a three-year moving average. 
Obviously, it would lead to a greater 
stability in tax rate; rates would not 
vaty quite so much from one year to 
the next. It would mean that if you 
had a good year and went into a de- 
pression, your tax rate would not im- 
mediately jump at a time when it 
would be hard to pay the tax; and, 
contrariwise, if you had some bad 
years, you would hold some of that 
bad experience in your percentage for 
a three-year period, so that the state 
would have a chance to recoup its 
losses. In other words, there would be 
years when there would be an excess 
of tax collections over payments, so 
that the fund would build up a little 
bit. 

Second, I should like to point out 
that in setting up the table we rounded 
everything up—in other words, against 
the employer. If the employer’s bene- 
fit wage ratio was 6, we moved him 
over here (column 2) to 10, and col- 
lect the full one per cent. tax; and 
so on, all the way through, so that all 
the employers except those who are in 
the situation of M, are contributing 
something to the “kitty.” 
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START OFF WITH SUBSTANTIAL FUND 


Third, I should like to point out that 
we start out with a very substantial 
fund. Under the federal law, the state 
had to have thee years of benefit- 
paying experience (if its law was a 
pool-fund law) before it could make 
any variation in the tax rate. Wiscon- 
sin was on an employer-reserve basis, 
and therefore could start sooner. In- 
diana can start sooner, and so can a 
few of the other states. Generally 
speaking, however, the state would 
have three years of benefit experience 
before the tax rate could be varied. 
Every indication is that in most states 
there will be a very substantial balance 
available before these varying rates can 
become effective under the federal act. 

At the suggestion of a labor mem- 
ber of an Advisory Council it was pro- 
posed that in addition to starting out 
with a substantial balance we ought to 
protect that balance; in other words, 
if there were too many red ink figures, 
resulting in a gradual draining of the 
fund, and the fund got down to what 
might be regarded as a danger point, 
then some form of surtax ought to go 
into effect and these rates ought to be 
boosted. It is easy to put in a para- 
graph that says that if the fund gets 
down to such and such a point, we 
will either boost the calculated state 
experience factor before we make the 
calculation, or we will calculate the 
tax and then just arbitrarily increase 
the tax on every employer by one-half 
of one per cent., or something of the 
sort. 


Tax RATE CouLp ALso BE REDUCED 


After the labor member had made 
that suggestion, I asked him whether 
he would agree that if the fund built 
up to an excessive figure there should 
similarly be a reduction in tax rates 
even beyond the reduction contem- 
plated here; and he, much to my de- 
light, said, “Why, that is perfectly 
reasonable. If the fund gets to more 
than what looks like a fair figure to 
protect the worker, there is no reason 
why tax rates should not be lowered.” 

We were considering a one per cent. 
minimum. He said, ‘Maybe condi- 
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tions will be such that one per cent. 
from everybody will be more than we 
need. If so, we are certainly fortunate 
as workers, and therefore we should 
have no objection whatever to provid- 
ing that the whole scale should be 


lowered, if the fund builds up ex- 
cessively.”’ 
Those are the major refinements 


that have crept in as a result of dis- 
cussion, attack, comment, and study by 
various groups. 

I think I shall pause at this point 
and submit to such fire of questions 
as the audience may care to direct at 
me. 

CHAIRMAN HERBERT A. EHRMANN: 
We have listened to a very fine presen- 
tation, and I thank you, Mr. Cliffe. 
If we do not have some discussion 
about this, I am going to be terribly 
disappointed. 


Discussion 


MEMBER: I think it is true that this 
experience rating plan does not re- 
quire an individual employer to build 
up any ratio of reserve to his taxable 
payroll, such as is present in a number 
of state laws—which, from my indi- 
vidual point of view, is an exceedingly 
desirable feature of your plan. I 
thought that maybe you might want 
that made clear. 

Mr. CLIFFE: This gentleman points 
out that under the Texas plan—not 
my plan—it is not necessary for an 
employer to build up 7.5 per cent., or 
10 per cent., or 15 per cent. of his 
payroll before he can get the benefit 
of experience rating. As soon as it 
can become effective under the federal 
requirements, if his operations have 
been like those of employer Q, he can 
go to the lower tax rate immediately. 

MempBeER: This plan seems to me 
very properly to protect the chap who 
has, say, more or less of a seasonal 
business, to quite a large extent. He 
would never be penalized. It is a lim- 
it, as I see it there, that he would 
get up to. The gentlemen with more 
stable employment do not get the full 
benefit from that, and that is based on 
a joint average of the state and the 
individual. Is that right ? 


COMPUTED FOR STATE AS WHOLE 


Mr. CuiFFE: I should like to point 
out, in connection with the question 
this gentleman raises, that the state 
experience factor is computed for the 
state as a whole. As a matter of fact 
an employer in a highly seasonal in- 
dustry, or a highly irregular industry— 
even if there are not regularly recur- 
ring seasons of slack work—is apt to 
have his employees draw more than 
the state average duration, or relation 
of benefits to wages. 

Let us take the illustration of fresh 
vegetable canning. Whether they 
should be in the plan, or not, is an- 
other question. But we can all picture 
the fact that the employees of the can- 
nery are apt to be unemployed long 
enough to draw their maximum bene- 
fits, which will approach 16 or 20 per 
cent., rather than the state average of 
possibly 10 per cent. 

The employer, then, who has the 
least stable employment has part of 
his load carried for him by the em- 
ployers who have the more stable em- 
ployment. 

MEMBER: Is it assumed that the 
benefits paid, in relation to wages, are 
ten per cent. of the total? Might they 
not be 5 per cent. for some, and 20 
per cent. for others? 

Mr. CuiFFE: I am glad you raised 
that question, because I wanted to 
point out that this plan makes it un- 
necessary for the state to trace back 
the individual checks to the separate 
employers, and that is a step that has 
been very difficult for them to carry 
through in their administrative pro- 
cedure. 
ASSUME UNIFORM RELATIONSHIP 

Under the laws of the states that 
now have merit rating, or experience 
rating, they have to trace back each 
check to one or several employers. That 
has been cumbersome, expensive, and 
it arouses a lot of questions. This figure 
of total benefit wages, $780,000, they 
have very definitely before they start 
to pay, so that, by computing this fig- 
ure (indicating 10%") for the State 
as a whole, you assume a uniform re- 
lationship between wages and benefits. 

















SAME MEMBER: Does that assume 
that each employee drew the same 
amount of benefits in relation to his 
possible benefits ? 

Mr. CLIFFE: It assumes that every 
employee who drew benefits drew the 
same relationship to his wages, and 
therefore to his potential maximum 
benefits; or, roughly, you can say that 
it assumes, in this illustration, that 
every employee averaged ten benefit 
checks, which would be about the 
same as 10 per cent. of his wages. 

MEMBER: Would that be the reason 
for taking the benefit wages instead 
of benefits paid? You could take your 
benefits paid and apply them to your 
total payroll per employer, and there- 
fore cut out your operation of deter- 
mining the benefit wages. 


Do Nort Trace BENEFIT CHECKS 


Mr. CLiFFE: Yes; but you would 
then have to trace each check back to 
one or several employers. Here, you 
do not actually trace any benefit checks, 
but merely transfer the wage record to 
a new file and sort that by employer. 
That is obviously simpler than having 
to trace the individual benefit checks. 
You have one calculation a year per 
employer, instead of a charging back 
of ten or twelve benefit checks to each 
employer for each of his employees 
who drew benefits. 

MeMBER: Does this contemplate a 
record for each individual employer, 
or does it contemplate a classification 
of employers into a limited group? 

Mr. CLiFFE: It does not suggest 
the grouping of employers. This 
would be a calculation made for each 
employer, any of whose employees 
have drawn benefits during the previ- 
ous period. Experience shows that not 
more than one half of the employers 
in a state will have any of their em- 
ployees drawing benefits in a given 
year, so that there will not be more 
than half of the employers in a state 
for whom it will be necessary to make 
even this one division each year. 


ATTITUDE OF SOCIAL SECURITY 
BOARD 


MEMBER: Mr. Chairman, I under- 
stand that employees of the Social Se- 
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curity Board are familiar with this 
system of merit rating, or experience 
rating. I should like to ask Mr. Cliffe 
whether he would care to comment on 
the attitude of the representatives of 
the Board in their contacts with the 
State administrative officials. 

Mr. CLiFFE: Are there any repre- 
sentatives of the Social Security Board 
here this morning? (Pause) I am dis- 


appointed. I hoped they could get 
this first-hand. The experience has 
been this: 


CHAIRMAN EHRMANN: Probably we 
should add New York State Unem- 
ployment Insurance. 

Mr. CuiFFE: If there are any of 
them here, that is fine. In the follow- 
ing, I am dealing with my impressions. 
I have no documentary: evidence. My 
observation has been, first, that the 
staff of the Social Security Board does 
not like the idea of variable taxes. 
They would like to collect 2.7 per cent. 
from everybody all the time. As a 
slight concession to the pressure from 
employers for variable taxes, they say, 
“Well, you can have variable rates if 
you will average 2.7 per cent.’”” And 
when they are asked, ‘But why aver- 
age 2.7 if the stability of work is such 
that you need only one per cent. for 
benefits ?”” they come back, “Obviously 
your benefit formula is too tight. You 
should liberalize your benefits until 
you are spending 2.7 per cent.” 


BOARD’S REPRESENTATIVES HAVE 
GIVEN APPROVAL 


It is a little difficult for me to fol- 
low that line of reasoning of the staff 
of the board. However, answering 
the question more specifically, repre- 
sentatives of the board, including the 
assistant general counsel, in studying 
this plan in detail for a series of 
amendments that have been proposed 
for the State of Pennsylvania, have 
given it their approval, much to my 
surprise, with the one suggestion—and 
only a suggestion—that it should be a 
five-year average, instead of a three- 
year average. 

I think it can, therefore, be fairly 
stated that they have not found any- 
thing in the proposal that will justify 





217 


them in declining to approve a state 
law. That is a kind of negative state- 
ment, but that is about as far as they 
are willing to go. Does that cover 
the point you had in mind? 

SAME MEMBER: It does. 

MEMBER: This is rather an unusual 
question, perhaps—but in a bill intro- 
duced in Congress, sponsored by the 
Board of the District of Columbia, 
there was proposed a divorcing of the 
District of Columbia from the Social 
Security Act. The principal reason for 
that is to permit the board to adminis- 
ter the act, and to pay out of taxes 
collected for the cost of administra- 
tion. 


PAYING ADMINISTRATIVE COST 


Whether or not that bill is passed 
is questionable, but, assuming that it 
is, and that there would be eliminated 
the ninety per cent. credit for federal 
taxes, and so on, would it not be pos- 
sible to add to the benefits paid the 
cost of administration that you would 
determine, an experience factor which 
would be a state experience factor, and 
then base the tax on that, so then each 
employer would be paying his share 
of the administrative cost ? 

Mr. CLIFFE: Instead of paying 
three-tenths to the federal government, 
and separately 2.7 to the district gov- 
ernment, this figure (total benefits) 
would include expenses of adminis- 
tration: and, if you did that, you might 
properly deduct from that the interest 
received on the trust fund, which 
would be quite a little item, and might 
bring it back to somewhere in the 
neighborhood of the same figure for 
the state experience factor. 

MEMBER: Should you not then 
charge them with the same 10 per 
cent., because the full 10 per cent. 
goes down there, and unless their 
budget is approved and say that they 
get back 7.5 per cent., you are out of 
luck as far as the other 2.5 per cent. 
goes ? 

MeMBER: The proposal is to take 
them out entirely and set up an en- 
tirely independent organization, some- 
what like the Railroad Retirement Un- 
employment setup. 
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IN CASE OF SHUTDOWN 


MemeER: I understand that this ex- 
perience rating plan has a tendency 
to be unfair to the employer who, we 
will say, is in the manufacturing busi- 
ness, and for various reasons shuts 
down for the duration of four weeks, 
we will say, in each year—for mid- 
year inventory and plant rehabilitation 
—and an additional two weeks to give 
the whole plant a vacation at one time, 
in which event the employees would 
qualify, perhaps, for one week of bene- 
fits during those four weeks, assuming 
a three-week waiting period; and yet 
their total benefit wages for the year 
against one week of benefit would be 
assessed against that employer, and he 
would have an unfair load in his tax 
rate. Is there an answer to that ques- 
tion ? 

Mr. CLIFFE: This member points 
out that if employer M closes down 
for four weeks, which is enough for 
all of his employees to serve waiting 
period, and to draw one or two bene- 
fit checks, he might have $600,000— 
his entire payroll—charged as benefit 
wages, and therefore have a heavy tax 
rate. It seems to me that there are 
very few employers who would be so 
lacking in foresight to get caught in 
that situation, if there was a provision 
on the books along these lines. 


APPLY VACATION WAGES 


So far as the closing down for vaca- 
tion is concerned, many employers are 
doing that, and are paying vacation 
wages, in which case the employee, if 
the state law is properly worded, is 
not eligible for benefits. If the em- 
ployer knows the conditions of the 
law, he can handle his plant so that 
he does not get caught for his total 
payroll as benefit wages, merely be- 
cause of one weck’s benefits. 

I am not getting into the methods of 
stabilization. That is a topic that can 
not be covered this morning. 

MEMBER: I was going to raise the 
same question this gentleman brought 
up. Employees like to have unemploy- 
ment spread among a large number of 
people for short periods rather than 
for a few for a longer period, whereas 
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under this plan the incentive for the 
employer would be the other way 
around—few employees for a longer 
period, rather than more employees 
for a shorter period. 

Mr. CuiFFE: That is right. His in- 
centive is to reduce to the minimum 
the number of employees who draw 
any benefits in the course of a year. 

MeEmBeR: Is that socially desirable ? 

Mr. CLIFFE: Our committee takes 
the position that if you can furnish 
steady work—meaning work at more 
than the benefit rate—for 90 or 95 
per cent. of the staff, you have done a 
better job than by putting on a tre- 
mendous peak of employees and keep- 
ing them on for a little while and then 
laying off a tremendous number. That 
is a subject that can be argued, but 
that is the whole question of stabiliza- 
tion of employment when there is not 
continuous employment for everybody. 


UsE OF CALENDAR YEAR NOT 
NECESSARY 


Mr. Woop: Does this formula not 
presuppose that all the states will have 
also adopted the calendar year as the 
base year ? 

Mr. CLIFFE: That is not necessary, 
although our proposals are a whole, as 
has been indicated, and interconnected. 
This can be worked just as well, no 
matter what your timing is for base 
periods. You can have cut-off dates 
for your benefit payments and for your 
benefit wage record. That can be Jan- 
uary 1 to December 31, if you wish, 
no matter what your benefit formula 
is, no matter what your base period is; 
and then, having established this state 
experience factor, you have the em- 
ployer’s payroll by calendar years in 
any event, so you have all the rest of 
the material to carry through this for- 
mula. 

CHAIRMAN EHRMANN: Any other 
questions? Is there anybody here who 
opposes Mr. Cliffe’s remarks? Any- 
body from the construction game, 
building trades ? 

MEMBER: Where it is proposed, as 
it is, to fix a one-and-one-half per 
cent. rate, that being ample for all 
benefits and administrative costs, and 


you have a large proportion of em- 
ployers in building trades or hotels, or 
department stores, with the great rate 
of turnover, naturally they would fa- 
vor that fixed one-and-one-half per 
cent. rate. What have you to offset 
their contention that they would be 
unfairly taxed if we were to adopt 
such plans as this, where they would 
pay the maximum rate in a good many 
instances ? 


SHOULD OTHER EMPLOYERS CARRY 
Loapb ? 


Mr. CLIFFE: Obviously, each em- 
ployer wants to pay the lowest tax rate 
that he can pay. The employers who 
think that they are going to be at the 
upper end of the scale would prefer to 
have a flat rate. That is just natural. 
But, under a variable rate, if you have 
the steadier employers making some 
contribution to the “kitty,” the less 
steady employers are really being sub- 
sidized to the extent of this red figure 
(indicating $8,400, Employer M) and 
their employees are drawing at least 
$30,000, compared with a tax pay- 
ment of $21,000, in this illustration. 
It is a question of how far they can, 
with a straight face, urge that other 
employers should carry the load of 
benefits to their employees. 

Let us put it this way: The em- 
ployees of this employer, M, have an 
annual income of $630,000, of which 
the employer pays $600,000 directly 
in wages, $21,600 in taxes, a total of 
$621,600, and these other employers 
pay the remainder. Now, how far 
can the less stable employers justify 
their position of asking other em- 
ployers to carry the load ? 


CAN IRREGULAR EMPLOYER JUSTIFY 
POSITION ? 


Or let us put it another way. Taking 
these figures, it happens that there is 
just about a one-and-a-half per cent. 
relationship between total benefits and 
total payroll. Can employer M justify 
a position that he is unwilling to pay 
3.6 per cent., when actually his em- 
ployees are drawing benefits equal to 
5 per cent. of the payroll? 


(Please turn to page 220) 
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Experience Rating 
(Continued from page 218) 

MEMBER: Only on the grounds that 
he has no way of stabilizing his em- 
ployment. 

MEMBER: There was one interest- 
ing answer to that by a large printing 
concern that does seasonal printing. 
They determined to do something 
about this unemployment problem for 
their employees, and they found, for 
instance, that the department stores 
of their city used extra help in the 
seasons when they did not need their 
help. I do not know the details of 
the plan, but, in a nutshell, they 
worked out a deal between the de- 
partment stores and themselves, that 
they would both attempt to use these 
workers, so that instead of the de- 
partment store’s seasonal workers be- 
ing thrown on this fund all at one 
time, and the printing fellows like- 
wise, they fill in with this employ- 
ment, and neither gets the back-break- 
ing load they otherwise would get. 
That is one approach to this stabiliza- 
tion problem. 

Mr. CuiFFE: They did not do this 
because there was a flat tax rate, but 
because there was a variable tax rate. 

MEMBER: You could not put a 
waiter in a hotel behind a counter in 
a department store. 


WouLD OCCASIONAL EMPLOYERS 
BE DISCOURAGED ? 


MEMBER: I am wondering whether 
this plan would not, in a way, dis- 
courage employers who have occasion 
to hire temporary employees for days 
—maybe weeks, at the most. Under 
this plan, he is going to be assessed 
with the annual wage of that em- 
ployee, and it is going to be charged 
to him, whereas he is really creating 
employment, not unemployment. 

Mr. CLuiFFE: I should like to point 
out that that objection was raised by a 
group representing department stores, 
who said, “We take on every year at 
Thanksgiving enough employees to 
practically double our force, and then 
lay them off at Christmas. That is go- 
ing to result in a tremendous tax 
load.” They studied the thing a little 
bit, and found out that the facts were 





The Controller, June, 1939 


something like this: The employees 
they kept on for the entire year, and 
who never drew benefits, were paid a 
wage, let us say, of $1,200. The em- 
ployees who were taken on just for 
the peak season received, in the course 
of the year, wages of $100—that is, 
they worked for only one month in- 
stead of twelve months, so that the 
amount of wage that would get in here 
(benefit wages) for such a temporary 
or short-time employee would be very 
small. In other words, the store 
would have to lay off twelve of them 
to get as much of a charge as though 
they had laid off one of their full- 
time employees. 

MemMBER: With the possibility that 
this plan may be adopted in some of 
the states, as it has been already, does 
it not behoove every concern to take 
stock of its present hiring and firing 


situation, in view of the fact that this 
is liable to be based on a three-year 
average? Would they not better be 
looking into that situation now, in- 
stead of waiting until experience rat- 
ing actually becomes a fact? 

The point I make is that these con- 
trollers here, sitting together with per- 
sonnel directors, might, when it comes 
to a point of whether or not fifty men 
are to be laid off—it just occurs to me 
that this situation might come about— 
better take a look at your experience 
table and your whole setup before 
these men are laid off, and decide it 
might be money in their pockets to 
keep them on. 

MEMBER: This, gentlemen, is show- 
ing you how you can get back the ex- 
penses of attending this meeting many 
times over. I think I had better turn 
the meeting over to the next speaker. 


Television’s Advent Marks 
Opening of New Economic Era 


By C. W. FARRIER 





HE latest word concerning 

television was brought to 
members of the New York City 
Control of THE CONTROLLERS 
INSTITUTE OF AMERICA by MR. 
C. W. FArRIER, felevision coordi- 
nator of the National Broadcast- 
ing Company, at a meeting held 
May 17. Mr. FARRIER described 
the technical operation of televi- 
sion, and devoted some time to dis- 
cussion of the probable economic | 
effects of the introduction of this | 
new instrumentality, which will | 
undoubtedly bring about wide 
changes in many fields of business 
activity. The controller must not 
only keep abreast of these changes, 
he must forsee them and make 
suitable preparation for them. 
| —THE Epiror. 











No one, I believe, doubts any longer 
that television is here. The press no- 
tices that followed the National Broad- 
casting Company’s inaugural program, 





convinced everyone that the amazing 
feat of sending pictures through the 
air had finally been put on a practical 
basis. Thousands of men and women, 
miles from the New York World's 
Fair grounds at Flushing, Long Island, 
on that day, April 30, occupied ‘front 
seats” at the opening ceremonies. 

Since that time other thousands 
have seen television’s first baseball 
game, a six-day bicycle race telecast 
from Madison Square Garden, and 
studio shows from Radio City. The 
programs have been received at points 
as far distant as Westport, Connecti- 
cut, and in towns far out on Long 
Island. The millions of dollars and 
years of labor spent in research have at 
last brought forth a new means of 
mass communication and a potent so- 
cial instrument. 

These are monumental achievements 
of a public service only a few weeks 
old and limited to a single city, New 
York, and its immediately surround- 
ing territory. For the future great 
things are indicated. Undoubtedly we 


(Please turn to page 222) 
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Television’s Advent 

(Continued from page 220) 
shall see, as well as hear, the outstand- 
ing figures in public life. Scientists 
will bring their equipment to the 
studio and give us actual demonstra- 
tions of their work. A whole new 
world of instruction will be opened to 
men and women through the perfect 
synchrony of sight and sound. We 
shall sit in on history in the making. 
NBC has already announced that it 
will televise the next presidential in- 
auguration at Washington in 1941, at 
which time it is highly probable that 
some sort of network will bring the 
event to New Yorkers. And some day, 
I have not the slightest doubt, we shall 
be able to witness significant happen- 
nings wherever they may take place in 
the world, while the events themselves 
are still unfolding. This is the prom- 
ise of a new art. 


REQUIRED CENTURY OF RESEARCH 


While television as a practical art is 
new, the ideas behind it lie scattered 
over more than a century of research 
and experiment. Berzelius, a Swedish 
pharmacist, isolated selenium, an ele- 
ment, in 1817. It was not until 1873, 
fifty-six years later, however, that its 
photo-electric properties were acciden- 
tally discovered. A telegraph operator 
named May, at the Valentia cable sta- 
tion in Ireland, noticed that selenium 
resistances, when exposed to sunlight, 
became better conductors of electricity. 
His discovery was quickly given scien- 
tific confirmation, and men set fever- 
ishly to work on a method of transmit- 
ting pictures by electrical means. If 
variation in light could produce a 
variation in the electrical current flow- 
ing through a selenium element, then 
it was quite obvious that an image, 
essentially a pattern of light elements 
of various intensities, could also be 
translated into electrical terms and 
sent Over a wire. 

Carey, of Boston, and Ayrton and 
Perry, two Englishmen, proposed sys- 
tems in which the human eye would 
be imitated. Under their schemes, how- 
ever, thousands of separate electrical 
circuits would have been required to 
transmit, and receive, an acceptable 
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image. Dr. Paul Nipkow, a Polish 
physicist, gave the answer to that prob- 
lem in 1884. His scanning disc, a 
flat, circular sheet of metal with holes 
punched through it in the form of a 
spiral, analyzed the scene line by line, 
exposing each element of it in succes- 
sion to a selenium cell. The idea, anal- 
ysis and piecemeal transmission of the 
image, was sound. It is the principle 
followed in today’s television. But the 
apparatus ready to hand in Nipkow’s 
time was utterly inadequate for prac- 
tical application of the discovery. 

The next half century slowly added 
the experience and implements be- 
hind modern television. Sir William 
Crookes and Dr. Karl Braun demon- 
strated the qualities of the cathode ray 
tube in creating a pattern on the end 
of a special vacuum tube. Boris Rosing 
had some success with a system that 
used the whirling Nipkow disc at the 
transmitter and a cathode ray tube at 
the receiver. Campbell-Swinton in 
1908 outlined what seemed then to be 
a fantastic plan for television without 
a single moving part. The thing was 
so hopelessly in advance of the time 
that a quarter century passed before 
Dr. Vladimir K. Zworykin, of the 
Radio Corporation of America, intro- 
duced his iconoscope, thus bringing to 
an end the search for an efficient scan- 
ning and transmitting tube. Meanwhile 
the rapid development of sound broad- 
casting contributed efficient amplifiers 
for strengthening the weak impulses 
that arise in converting an optical 
image into electrical values. 


How It Is DONE 


The operation of the RCA all-elec- 
tronic system of television is intricate 
to a degree that makes a fine Swiss 
watch seem like some rude machine 
created by aborigines. Inside the icono- 
scope, a large vacuum tube shaped 
roughly like a sauce pan, is a plate 
covered with several hundred thou- 
sand light-sensitive points. The plate 
corresponds to the film used in an or- 
dinary camera, the light-sensitive 
points to “grain.” Instead of produc- 
ing a photochemical effect on the plate, 
however, an image gives rise to a 
photoelectric change. When focused 


on the plate through a lens system, the 
image causes each point to emit elec- 
trons in direct proportion to the in- 
tensity of light falling on it. The re- 
sult is an electrical pattern equivalent 
to the optical image. 

An “electron gun” in the neck of 
the iconoscope supplies the means of 
scanning the electrical picture. It fo- 
cuses a cloud of electrons into a finely 
pointed beam at the point where they 
strike the plate. In so striking, they 
restore each element to its normal equi- 
librium, thus giving rise to an elec- 
trical impulse in the iconoscope cir- 
cuit. Magnetic coils cause the beam 
to scan the plate from left to right 
and from top to bottom in a pattern of 
441 lines at the rate of 30 complete 
pictures a second. The operation is 
comparable to that of the human eye 
in scanning the meaning from the 
page of a book or a column of news- 
print. 

At the receiver the process is re- 
versed. The kinescope contains an elec- 
tron gun which trains its electron 
beam on a fluorescent surface on the 
under side of the large, or “open,” 
end of this funnel-shaped vacuum 
tube. Wherever the beam strikes a 
tiny point of light appears on the 
screen. The beam’s intensity, and con- 
sequently the light intensity on the 
screen, is modulated by the greatly 
amplified impulses that originated in 
the iconoscope’s scanning process. 
Magnetic coils similar to those asso- 
ciated with the iconoscope draw the 
beam over the screen in the 441-line 
pattern, thus reconstituting the image. 


RANGE LIMITED 


This is the instrument we use for 
sending pictures through the air. Un- 
fortunately for us, we can not trans- 
mit over great distances. Highly de- 
tailed images necessitate the use of 
waves of very short length and the 
service range of the ultra-short wave 
transmitter is usually limited by the 
horizon, as seen from the transmitter’s 
antenna array. In the case of the NBC 
transmitter at New York this limit 
is approximately fifty miles in all di- 
rections from the Empire State tower. 


(Please turn to page 224) 
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Suggestions for locating 
and eliminating the use- 
less, costly operations that 
handicap office employees 





SEND FOR THIS BOOKLET! 


For the executive concerned with the 
problem of conserving clerical hours, this 
new booklet contains many specific sug- 
gestions for readjusting office routine. 
Write today, on your own letterhead, for 
your free copy. 





Executives concerned with conserving 
clerical hours are using this booklet to 
assist them in correcting situations such 
as these: 


BOTTLENECKS 


If any department or individual is obliged to be 
inactive when work “clogs” at some other point, 
the cause of the bottleneck should be discovered. 
A slight change in equipment or routine may in- 
sure a more even flow of work. 


PEAK PERIODS 


If sales, purchases, costs, and other figures are 
merely recorded from day to day, peaks arise when 
employees must rehandle the figures to write cus- 
tomers’ statements, take a trial balance, analyze 
accounts, or complete statistical reports. Newer 
methods make it possible to iron out peaks by 
eliminating costly rehandling of figures. 


UNNECESSARY DUPLICATIONS 


Duplication of media or records in a separate oper- 
ation takes time and creates the possibility of 
errors. If unproductive intermediate steps are re- 
quired to fit the work to present machines or sys- 
tem, investigate “direct-to-final-results” methods. 


NEEDLESS OPERATIONS 


Studying the work at each desk may reveal how a 
few simple short-cuts would save thousands of 
needless operations on your figuring, accounting, 
form-writing, and statistical work. 


The local Burroughs man will be glad to help you 
make a desk-to-desk survey. It will enable you to 
determine whether any of your employees are 
handicapped by operations that might be shortened 
or eliminated. Call him today, or write direct. 


BURROUGHS ADDING MACHINE COMPANY 
6246 Second Blvd., Detroit, Michigan 






Burroughs 

















Television’s Advent 
(Continued from page 222) 

This puts a rather severe limitation 
on our market, particularly since the 
means of forming a network are not 
yet actually installed. The coaxial 
cable, a tubular conductor, is one 
method. I understand, however, that 
the one installation of it, an experi- 
mental link between New York and 
Philadelphia, cost in the neighborhood 
of $5,000 a mile. What is known as 
the automatic radio ‘“‘booster station” 
is another method; but this does not 
yet exist in a usable form, either. 

Nevertheless, the need of a network 
of some kind is extremely urgent be- 
cause program costs are several times 
those of comparable radio shows. A 
moment’s reflection on the new ele- 
ments added by television—scenery, 
costuming, make-up, lighting, memo- 
rized lines, added sound pick-up tech- 
niques—makes one realize how ex- 
pensive television programming must 
be. A field pick-up that calls for, let 
us say, two men in radio, with equip- 


The Controller, June, 1939 


ment that can be transported in a taxi, 
requires a minimum crew of nine 
men with a mobile television station 
mounted in two ten-ton trucks. 


SOUND ECONOMIC BASE LACKING 


Passing over the problem of net- 
working, our immediate problem is 
nearer home. I speak from the stand- 
point of the broadcaster. We have a 
television station and it is now send- 
ing out programs acceptable, we hope, 
to those who are looking in. At the 
moment, however, we are sending out 
programs into practically thin air. Re- 
ceivers in the area may be counted in 
the hundreds; they should be num- 
bered at least in the hundreds of thou- 
sands to assure a sound economic base 
for television broadcasting. Yet, if 
we telecast no programs, the manu- 
facturer will not be able to sell a sin- 
gle receiver, and our chances of build- 
ing a profitable circulation some day 
in the future vanish. Meanwhile we 
will spend several millions of dollars 
before enough people are looking in 





on our programs to make the prospec- 
tive advertiser on television ask about 


its rates. 

This situation we have called the 
“vicious circle.” Apparently there is 
no easy way to break the circle. We 
simply must expand it as rapidly as 
possible. We have begun on the task 
and we feel that after a few years of 
financial losses we shall have built 
that profitable audience. Then the 
sponsor will be attracted by television's 
unique audience appeal and the new 
art will come into its own as a vital 
public service. 


SEC Studies Capital Market Developments 
of Recent Years 

The Research and Statistics Section 
of the Trading and Exchange Division of 
the Securities and Exchange Commission 
has submitted to the commission the sec- 
ond of a series of studies of capital 
market and stock exchange developments 
since 1933, as reflected in statistics gen- 
erally available or collected by the sec- 
tion. The commission will shortly com- 
bine these studies in one volume and 
make them available to the public as staff 
memoranda. They are not available now. 


THE KNOX PLAN FOR PRINTING CONTROL 


One Cent or Less , 


may be the cost of a printed form, but you may have to 
spend a dollar to use it. The Knox Plan can cut this 


expense, slice your overhead labor cost (and lower your 


printing bill as well). 


But that’s only part of the story . . . the Knox Plan for 
Printing Control is the only permanent plan. Let us 
show you the specific savings it has produced for many 


national concerns. 


FRANK M. KNOX COMPANY 


PRINTING CONTROL AND STANDARDIZATION 
NEW YORK CITY 


1533 R.C.A. BUILDING 


30 ROCKEFELLER PLAZA 


Please mention THE CONTROLLER in communicating with advertisers 























Case Material on Controllership Problems 
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. During the period from 1922 to 
5 1933, the management of the ‘“X” 
/ Manufacturing Company followed the 
control procedure of granting to 


each operating department a fixed 
annual cost appropriation against 
which actual expenditures were cur- 
| rently checked for the purpose of 
f measuring the efficiency of depart- 
mental spending. Since this pro- 
cedure made no allowance for varia- 
tions in expenditures which might 
occur as a result of changes in the 
level of capacity operated, the man- 
agement decided in 1933 to prede- 
termine expense standards on some 
basis that would be flexibly adapt- 








Manufacturing Company Develops New 


Controls Over Expenditures 
“X” MANUFACTURING COMPANY 


able to the rise and fall of business 
activity. 


Must FORECAST VOLUME FACTOR 


It was believed that the usefulness 
of the control standards should not 
be weakened by a failure to forecast 
the volume factor successfully; and 
that for whatever accounts the rate 
of going activity constituted a legiti- 
mate yardstick for measuring spend- 
ing performance, standard data 
should be readily available in ad- 
vance of actual operations for any 
volume of business that might be 
realized. In the selection of the 
variable index of allowed expendi- 


tures, due consideration was given to 
the problem of the “mix” or ‘‘assort- 
ment’ of products whose costs were 
to be measured. 

Although the use of the flexible 
standards for controlling expendi- 
tures constituted a great improve- 
ment over the initial attempts to rec- 
oncile the fixed forecast with the 
changing conditions of actual opera- 
tions, the executives of the “X” 
Manufacturing Company soon be- 
came convinced that the annual re- 
setting of the standards was unduly 
affected by the circumstances of the 
particular year for which the stand- 
ards were prepared. 


DRASTIC CORRECTIVE CHANGES 
HURTFUL 


The executives contended that for 
years of prosperous operation a de- 
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EXHLBIT 1 
TREND of COST OF DEVELOPMENTAL x 
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NET SALES S/LLED 


cided upward drift was noticeable in 
the allowed expenditures, with an 
equally noticeable drift in the op- 
posite direction for years of de- 
pressed activity. It was said that the 
outcome in either case had been not 
only the losses incident to unbal- 
anced spending, but also the hurt to 
the company resulting from the 
drastic corrective change in the level 
of permitted expenditures that in- 
evitably grew out of the use of stand- 
ards that tended to reflect the distor- 
tions of cyclical change. 

But it was not always the prevail- 
ing cyclical optimism or pessimism 
that had been at fault. The opinion 
was held that the cost of special 
projects contemplated for particular 
years had also contributed an unde- 
sirable bias to the standards as they 
has been revised from one year to an- 
other. 

This attitude toward the statistical 
dependability of the expenditure 
standards was substantiated at least 





in part by means of charts which de- 
picted various expenditure items 
plotted against net sales billed. For 
example, the management believed 
that the chart in Exhibit 1 indicated 
that the cost of developmental work 
for the years 1928 and 1929 had been 
excessive even for the high volume 
of billings that had been enjoyed 
during the years of prosperity. 

The net result of this critical con- 
sideration of the cost standards of the 
company was the conclusion that a 
long term allowance of ‘average ex- 
pectancy” should be determined for 
each of the various principal ex- 
penditure accounts. Such a long term 
standard would serve as ‘background 
data” in the preparation of the al- 
lowances for particular years. It 
would be derived from properly se- 
lected data as to the history of the 
expenditure involved, and would be 
edited carefully by the management 
with a view to reaching as practical 
an adjustment as was possible be- 





MILLIONS OF DOLLARS 


tween long term average cost and 
the basis selected in a particular year 
for measuring how that cost should 
vary with changes in the rate of 
business activity. 


JUSTIFICATION OF EXPECTED 
VARIANCES REQUIRED 


It was believed that all the stand- 
ards as prepared for particular years 
should be required to conform 
within reasonable limits to such a 
long term allowance, and that the 
current standards should never be 
accepted for control purposes unless 
the indicated expected variances 
from the long run base could be 
justified as entirely reasonable under 
the circumstances of expected opera- 
tions. 

It was understood of course that 
the long term standard might at 
times have to be altered to meet 
permanent changes in the conditions 
of expenditure; but short of changes 








7] 





of this character, actual costs over 
the years should demonstrate a broad 
conformity to the underlying allow- 
ance. 

Justifiable variances from the long 
term average standard might be of 
the following varieties: (1) the usual 
“tolerance” variances due to the fac- 
tor of error in the statistical meth- 
ods; (2) variances due to changes in 
the standards while operations were 
under way, or variances due to er- 
roneous standards; (3) variances due 
to changes in spending efficiency; 
(4) variances due to the fact that 
certain standards were set on the 
basis of the rate at which some in- 
strument of production was used in 
operations, with the replacement of 
the instrument treated as the ex- 
penditure to be controlled; (5) vari- 
ances due to a change in policy of 
expenditure incident to the ups and 
downs of the business cycle; and 
(6) variances due to special projects. 
Thus variances from the long term 
standard would be of two classes: 
“allowed” and “operating,” of which 
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(3) was the only “operating” type. 
The past expenditures of each de- 
partment of the ‘“X”’ Manufacturing 
Company were accordingly analyzed 
for the purpose of determining the 
long run average relationship be- 
tween such expenditures and billings. 
Charts similar to the one in Exhibit 
1 were prepared for the various ex- 
pense items, and a line of average ex- 
pectancy for each account was fitted 
to these data by inspection, and then 
modified in whatever way was felt 
by the management to be desirable. 
Among the illustrative materials was 
a plotting of administrative expenses 
on a chart which indicated that the 
cost of administration should not ex- 
ceed a certain amount of additional 
expense for each additional dollar of 
billings, with the base figured 
slightly lower than the 1933 and 
1934 minimums. The resulting 
standard in this instance was not ex- 
pected to be accurate for any partic- 
ular period, but over a number of 
years, unless some change occurred 
which would invalidate the long 
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term average, it was believed to con- 
stitute a dependable “bogey” for pur- 
poses of control. 

In the case of developmental ex- 
penditures, the line of average ex- 
pected cost as shown in Exhibit 1 
served as the underlying standard 
with which the annual allowance was 
compared. In Exhibit 2 this line is 
shown in comparison with lines in- 
dicating budgeted allowances for the 
years 1937 and 1938. It may be seen 
that for the latter year current condi- 
tions were believed to warrant devia- 
tions from the long term average for 
all activity levels except for a bill- 
ing volume of approximately $30,- 
000,000. 


IMPROVED CONTROL OF OPERATING 
Costs 


The belief was held that this 
change in the procedure of setting 
the control standards for the operat- 
ing costs of the ‘“X’’ Manufacturing 
Company was in many fespects an 


(Please turn to page 229) 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Executive Committee 
of The Controllers Institute of America, held 
May 31, 1939, the applicants named below 
were elected to active membership in The 
Institute: 

RicHARD D. COLBURN 
Reliance Manufacturing Company, Chi- 
cago. 

Harey C. Davis 
Kansas City Power & Light Company, 
Kansas City, Missouri. 

DEwEY DAWSON 
Mercer Casualty Company, Celina, Ohio. 

HALLIE J. ENSIGN 
Willard Storage Battery Company, Cleve- 
land. 

Guy S. EVERETT 
Ford Hopkins Company, Chicago. 

- JAMES B. FENNER 
Flectric Auto-Lite 
Ohio. 

Davip H. FREDERICKS 
Governor Clinton Company, Inc., New 
York City. 

A. L. KADELA 
Foley Brothers, Inc., Pleasantville, New 
York. 

ROBERT B. LAMBERT 
Kresge Department Store, Newark, New 
Jersey. 

JAMES A. Laws, JR. 

Western Auto Supply Company, Kansas 

City, Missouri. 

O. M. MERRY 
Fairmont Railway Motors, Incorporated, 
Fairmont, Minnesota. 

M. W. RAup 
The Springfield Metallic Casket Com- 
pany, Inc., Springfield, Ohio. 

CARL SCHUBERT 
United Engineers & Constructors, Inc.. 
Philadelphia. 

AVERY K. WHITE 
Berkshire Fine Spinning Associates, Inc., 
Providence, Rhode Island. 


MEETINGS OF CONTROLS 


Los Angeles and San Francisco: 
Topic: Pacific Coast Conference 
The Los Angeles and San Francisco 
Controls held a joint conference meeting 
at San Francisco on May 20 and 21. Reg- 
istration and the business meeting took 
place at the St. Francis Hotel on Satur- 
day morning. Immediately after the ad- 
journment of the business meeting the 
members drove to Treasure Island for a 
stag dinner at the Yerba Buena Club, and 
an entertainment on Saturday evening. 


Company, Toledo, 


Milwaukee: 


Topic: Final Meeting of the Season 
The Milwaukee Control had an inter- 
esting program for its final meeting of 
the season on May 23. It was held at the 
Blue Mound Golf and Country Club, 
with golf at 1:00 P.M., dinner at 6:30 
P.M., and the meeting in the evening. 
The guest speaker was Mr. George 
Bartelt, tax commissioner for the City of 
Milwaukee. Following his address, the 
election of officers for the ensuing year 
took place. 


New York City: 
Topic: “Television: Its Past, Present 
and Future” 

A more general subject than usual was 
the feature of the program of the monthly 
meeting of the New York City Control 
which was held on May 17 at the Park 
Central Hotel. Mr. C. W. Farrier, tele- 
vision coordinator of the National Broad- 
casting Company, gave an interesting and 
informative address on “Television: Its 
Past, Present and Future.” He presented 
a layman’s explanation of the functioning 
of the system, together with its commer- 
cial potentialities, and the problems and 
methods of extending it as a service over 
the United States. The members expressed 
their appreciation by a rising vote of 
thanks to Mr. Farrier at the close of his 
address. A nominating committee was 
appointed by the president, Mr. John H. 
MacDonald. 


New England: 
Topic: Annual Meeting and Social 
Gathering 

The annual meeting of the New Eng- 
land Control was held at the Salem Coun- 
try Club, Peabody, Massachusetts, on May 
16. Nineteen members of the Control 
and five guests attended. The guests in- 
cluded Mr. Arthur R. Tucker, managing 
director of The Institute, Mr. O. W. 
Brewer, national treasurer of The Insti- 
tute, and Mr. L. W. Jaeger, secretary of 
the New York City Control. 

Several members and guests arrived 
early in the afternoon for a round of golf. 
Dinner was served at 7:00 P.M. and at 
8:15 P.M. President Charles W. Tucker 
opened the meeting. Reports were given 
by the treasurer, the auditing committee, 
the president, and the nominating com- 
mittee. 

The president presented to the meeting 
Mr. Jaeger and Mr. Brewer, members of 
the New York City Control, who ex- 
pressed their pleasure at being able to 
be present. He also called on Mr. Henry 
C. Perry, a director of the New England 
Control and chairman of the National Ex- 
ecutive Committee, who spoke briefly 
paying a tribute to the effective work of 
the New England officers and directors 
during this and previous years. 

The president introduced Mr. Tucker, 
managing director of The Institute, who 
gave a short outline of the national ac- 
tivities of The Institute, particularly dur- 
ing recent months. The president also 
called on Mr. Daniel Beaton, the first 
president of the New England Control, 
and on Mr. Dwight Billings, the retiring 
vice-president, both of whom_ spoke 
briefly. 

The following were nominated and 
elected officers for 1939-1940: 

President, E. Stewart Freeman; vice- 
president, Alden C. Brett; treasurer, 
Thomas A. Dunbar; secretary, John S. 
Learoyd, Jr. Directors: David R. Ander- 
son, of the Kendall Company; George E. 
Baskie, American Optical Company; Al- 
den C. Brett, Hood Rubber Company; 
Thomas A. Dunbar, Boston Elevated Rail- 
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way Company; E. Stewart Freeman, Den- 
nison Manufacturing Company; Wilfred 
L. Larkin, Boston Woven Hose & Rubber 
Company; John S. Learoyd, Jr., Hygrade 
Sylvania Corporation; Edwin E. McCon- 
nell, Norton Company; Henry C. Perry, 
Heywood-Wakefield Company; Paul S. 
Smith, Rockwood Sprinkler Company; 
C. Ellis Spencer, Crompton & Knowles 
Loom Works; Charles W. Tucker, H. P. 
Hood & Sons. 

After the election of officers the meet- 
ing was turned over to the newly-elected 
president, Mr. E. Stewart Freeman. He 
spoke briefly, thanking the members for 
their confidence and complimenting Mr. 
Charles W. Tucker on the success of his 
administration and looking forward to 
another successful year for the Control. 


Philadelphia: 
Topic: “Controls for Business” 

The Philadelphia Control changed its 
regular meeting date of the first Thursday 
of the month to Tuesday, May 9, in order 
to accommodate the plans of the speaker 
of the evening, Dr. Frank Parker of the 
University of Pennsylvania. He was orig- 
inally scheduled as the speaker for last 
December’s meeting, but a tax case pre- 
vented his attendance at that time. He 
chose the same theme—‘Controls for 
Business’’—as he had planned for the De- 
cember meeting, and in view of current 
economic conditions his discussion proved 
to be most opportune. Through his wide 
experience and extensive research, Dr. 
Parker was particularly well qualified to 
present this subject, and each member 
felt that he had spent a most profitable 
evening. The meeting was held as usual 
at the Penn Athletic Club. 


Pittsburgh: 
Topic: ‘Estate Taxes and Conserva- 
tion” 

The May meeting of the Pittsburgh 
Control was held at the Edgewood Coun- 
try Club on May 22, with a program of 
golf in the afternoon, dinner at seven 
o'clock, and the regular meeting at eight 
o'clock. The guest speaker was Mr. 
Philip S. Smith, tax consultant of the Ed- 
ward A. Woods Company and formerly 
chief conferee of the Internal Revenue 
Bureau at Pittsburgh. He chose for his 
subject “Estate Taxes and Conservation.” 


Rochester : 
Topic: “Segregation and Control of 
Profitable and Non-Profitable 
Products” 


Mr. Thomas M. McDermott, of Hickok 
Manufacturing Company and a member 
of the Control, was the discussion leader 
at the monthly meeting of the Rochester 
Control which was held on May 31 at 
the Rochester Club. The subject was 
“Segregation and Control of Profitable 
and Non-Profitable Products.” Members 
were urged to bring any types of re- 
ports which they were using to control, 
through management, product profits or 
losses. 








INSTITUTE ACTIVITIES-COMM UNICATIONS 


St. Louis: 
Topic: 
Taxes” 
A portion of the monthly meeting of 
the St. Louis Control which held on May 
23 at the Missouri Athletic Association 
was open for discussion of miscellaneous 
problems confronting members. Mr. 
George B. Logan, attorney for the Associ- 
ated Industries of Missouri, addressed the 
meeting and discussed primarily the at- 
tempt of the assessor to collect additional 
state income taxes from various corpora- 
tions operating in the state. Since Mr. 
Logan is very well informed on indus- 
trial problems, including the functions 
and methods of the Labor Board, mem- 
bers of the Control were especially for- 
tunate in having him as their guest of the 
evening. 


“Additional State Income 


Syracuse: 

Topic: “Kinds and Quantity of Tax 
Returns” also “Employe Co-oper- 
ative Insurance” 

The discussion leader at the monthly 
meeting of the Syracuse Control on May 
15 was Mr. Arnold E. Woonton, of New 
Process Gear Corporation, a member of 
the Control. This was the last technical 
meeting of the fiscal year and was held at 
the Industrial Club. The major discus- 
sion was on the question of the kinds and 
quantity of tax returns required in doing 
a national business and their cost. Also 
open for discussion was the subject of 
“Employe Co-operative Insurance.” The 
presiding officer was Mr. George K. 
Chrismer, of Easy Washing Machine Cor- 
poration, president of the local Control. 


Twin Cities: 
Topic: “Co-operative Relations Be- 
tween Counsel and Accountant” 
The monthly meeting of the Twin 
Cities Control was held on May 9 at the 
St. Paul Athletic Club. Mr. Joseph W. 
Finley, Minneapolis attorney, was the 
speaker of the evening. His subject, ‘‘Co- 
operative Relations Between Counsel and 
Accountant,” was very interesting to all 
members in attendance. 


Buffalo: 
Topic: ‘The Dow Theory” 
A plant visitation to the Harrison Radi- 
ator Company, Lockport, N. Y. at the in- 
vitation of Mr. George H. Hetley, a mem- 
ber of the local Control, was a part of 
the program arranged for the monthly 
meeting of the Buffalo Control on May 2. 
The visit, which took place in the after- 
noon, was followed by dinner at the 
Lockport Town and Country Club where 
the meeting was held. The guest speaker 
was Mr. Wallace Anderson of Schoell- 
kopf, Hutton & Pomeroy, and his subject 
was the ‘Dow Theory.” 


Chicago: 
Topic: The Mid-Western Conference 
In order that there should be no con- 
flict in time with the Mid-Western Con- 
ference in Cleveland on May 15, the Chi- 
cago Control held neither its regular May 


Dinner Meeting nor its monthly Tech- 
nical Discussion Meeting. President 
George D. E. McAninch in his monthly 
letter to members of the Control em- 
phasized full support to the Cleveland 
Control by Chicago members and urged 
their attendance at the Conference. A 
good-sized delegation attended. 


Cleveland: 
Topic: Mid-Western Conference 
The Cleveland Control acted as host to 
the large number of controllers who at- 
tended the Mid-Western Conference on 
May 15. 


Connecticut: 
Topic: “Methods of Expense Reduc- 
tion” 

The Connecticut Control held __ its 
monthly meeting on Wednesday, May 3, 
at the City Club, Hartford. The presi- 
dent of the Control, Mr. Louis M. Nich- 
ols, of the General Electric Supply Cor- 
poration, Bridgeport, presided. He read 
a paper on “Methods of Expense Reduc- 
tion.” The subject proved to be of un- 
usual interest to the group, and consider- 
able discussion followed his presentation. 


Cincinnati: 
Topic: Business Meeting 
The monthly meeting of the Cincinnati 
Control which was held on May 9 was a 
business meeting and was open only to 
members. 


Dayton: 
Topic: ‘“Defalcations” 
Members of the Dayton Control held 
their final meeting of the season at the 
Hotel Biltmore, on May 25. Organiza- 
tion of the Control had been completed 
a month previous, when President Ros- 
coe Seybold, of The Controllers Insti- 
tute of America, presented the charter 
which had been authorized by the na- 
tional Board of Directors. The first meet- 
ing, to discuss plans for organizing the 
Control, was held on March 9. The 
Control begins its existence with a roster 
of seventeen members, carefully chosen. 
The strict membership eligibility rules 
will, it is expected, hold the membership 
to fifty or less for this Control. Its meet- 
ings will provide opportunities for this 
exclusive group to discuss in intimate 
fashion, current problems of controllers. 
The managing director of The Insti- 
tute, Mr. Arthur R. Tucker, attended the 
meeting May 25 and described the activi- 
ties of The Institute. He discussed the 
types of programs which will be most 
useful and interesting for the Control's 
members. Plans were made for informal 
monthly luncheon meetings during the 

summer. 


Detroit: 
Topic: Mid-Western Conference 
The May meeting of the Detroit Con- 
trol was held in conjunction with the 
Mid-Western Conference at Cleveland on 
May 15. The regular meeting notice urged 
members to attend the Conference and 
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stated that arrangements were made for 
a party to leave Detroit by boat on Sun- 
day night, May 14. A large delegation 
from Detroit attended. 


District of Columbia: 
Topic: Budgetary Control 

The District of Columbia Control held 
its final technical meeting of the season 
at the Carlton Hotel on May 23. At the 
business meeting consideration was given 
to suggestions for program arrangements, 
including formal meetings and informal 
discussions, for the annual fall meeting 
of The Controllers Institute in New York 
City, and reports of committees were 
given. The latter part of the evening was 
given over to a discussion of “Budgetary 
Control” under the leadership of Mr. 
Raymond G. Marx, of The Riggs Na- 
cy Bank, a director of the local Con- 
trol. 


Indianapolis: 
Topic: “The Federal Wages and 
Hour Bill” 

A meeting of the Indianapolis Control 
was held on May 3, at the Indianapolis 
Athletic Club. The subject for discus- 
sion was the ‘Federal Wages and Hour 
Bill.” The local representation of the 
Wages and Hour Division was invited to 
be present and to take part in the dis- 
cussion, 


Kansas City: 
Topic: “How We Use Our Accounts 
to Control Our Expenses” 


The date of the Kansas City Control 
regular meeting was set ahead one week 
to May 15. The meeting was held at the 
Ambassador Hotel and Mr. James A. 
Laws, Jr., controller of Western Auto 
Supply Company, was the speaker. His 
subject was “How We Use Our Accounts 
to Control Our Expenses.” 


Case Material 
(Continued from page 227) 
improvement over what had previ- 
ously been done. Care was taken, 
however, to emphasize the impor- 
tance of the problem of setting the 
line of the long term standards. 
Further it was contended by some of 
the executives of the company that 
while one might think of most ex- 
penditures as functionally related to 
volume of activity, this was not al- 
ways true; as a matter of fact some 
of the expenditure accounts compre- 
hended by the control procedure out- 
lined above were not variable with 
volume of billings or with any other 
index of current activity, either over 
the short term or over the long term. 








INSTITUTE ACTIVITIES-COMMUNICATIONS 


Two Hundred Controllers Attend 
Conference in Cleveland 


Personal Notes 


Mr. J. J. Anzalone, a member of The 
Controllers Institute of America, recently 
was elected president of the Van Swer- 
ingen Company, a suburban real estate 
company with an inventory of unsold 
land of more than $30,000,000. It is in 
reorganization, and pursuant to the plan 
of reorganization the directorate is to 
consist of five directors, two to represent 
the bond holders, two to represent the 
equity, and a fifth to be chosen by the 
four. Mr. Anzalone is one of two di- 
rectors named in the plan to represent the 
equity. Mr. Anzalone has been controller 
of the company since 1922 and treasurer 
since about 1925; also a director since 
the death of Mr. O. P. Van Sweringen. 


Mr. Anzalone was the first president 
of the Cleveland Control of The Institute, 
having been largely responsible for its 
organization. He also served a term as 
a member of the Board of Directors of 
The Controllers Institute of America. 


Mr. H. F. Elberfeld, who has been con- 
troller and secretary of Colgate-Palm- 
olive-Peet Company for several years, has 
been elected financial vice-president and 
a member of the Board of Directors of 
his company. He also was re-elected sec- 
retary. Mr. Elberfeld is a past president 
of the New York City Control, of The 
Controllers Institute of America. 


Mr. Elberfeld became a member of The 
Controllers Institute of America in 1933 
and was instrumental in organizing the 
Chicago Control. He later removed to 
New York City. He has served on sev- 
eral important committees of The Insti- 
tute. 


Mr. M. C. Emery, a member of The 
Controllers Institute of America since 
January 27, 1936, who was formerly sec- 
retary and treasurer of the Bulldog Elec- 
tric Products Company, Detroit, was re- 
cently elected executive vice-president 
and also retains the office of treasurer. 


The Board of Directors for Utilities of 
the City of Indianapolis recently created 
the office of controller for the Citizens 
Gas and Coke Utility, and appointed Mr. 
Victor C. Seiter to that office. Mr. Seiter 
had previously been performing the du- 
ties of controller for that concern. The 
Board of Directors has now come to the 
conclusion that recognition of the office 
of controller is necessary in a municipal 
operation. Mr. Seiter is a member of 
The Controllers Institute of America. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 











A demonstration of what the members 
of The Controllers Institute of America 
who are situated in the mid-western 
states can present in the way of a regional 
conference was given at Cleveland, May 
15, when the second Mid-Western Con- 
ference of Controllers was conducted under 
the direction of the Cleveland Control. The 
first conference in the mid-western region 
was held in Indianapolis in May, 1938. 

Nearly two hundred controllers and 
guests attended the series of events during 
the day at Cleveland—three group con- 
ferences on specially chosen subjects, in 
the morning; a luncheon, and a general 
session during the afternoon, devoted to 
discussion of two subjects. 

Two hundred and fifty members and 
guests attended the dinner which brought 
the day’s program to a close, and heard 
an inspiring address by Honorable Robert 
E. Healy, of the Securities and Exchange 
Commission, on “Before the Auditor 
Comes.” The address is printed in full 
elsewhere in this number of “The Con- 
troller.” 

Reference was made to the fact that 
these meetings and discussions of control- 
lership problems are making the business 
community of the country controllership- 
conscious, and are responsible for ef- 
fecting many important improvements in 
business routines. 

“Social Security Problems and Legisla- 
tion’”” was discussed in one group con- 
ference during the morning, with Mr. 
Walter J. Gerick, of the Socony-Vacuum 
Oil Company, Inc., Detroit, as chairman, 
and Mr. Frank B. Cliffe, assistant con- 
troller of General Electric Company, 
Schenectady, as the principal speaker. 

Controllers’ Responsibilities’ were dis- 
cussed in another group conference dur- 
ing the morning, over which Mr. Edwin 
W. Burbott, of the A. B. Dick Company, 
Chicago, presided, with Mr. George D. E. 
McAninch, of the Victor Manufacturing 
& Gasket Company, Chicago, as principal 
speaker. Discussion leaders in these two 
conferences came from the Detroit and 
Chicago Controls, respectively. 

Another group conference during the 
morning was devoted to discussion of 
“Training Future Controller.’ Mr. G. 
Russell Palmer, of the Standard Register 
Company, Dayton, was chairman of this 
conference, and the principal address was 
delivered by Mr. John H. MacDonald, of 
the National Broadcasting Company, 
New York. Mr. J. A. Donaldson, of 
Montgomery Ward & Company, Chicago, 
was discussion leader. 

Mr. Frank J. Carr, of the American 
Steel & Wire Company, Cleveland, served 
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as chairman of the committee which had 
charge of the Mid-Western Conference. 
He presided at the luncheon, which was 
addressed by Mr. Russell Weisman, fi- 
nancial commentator for “The Cleveland 
Plain Dealer,” and professor of econom- 
ics at Western Reserve University. 

Mr. L. D. McDonald, of Warner & 
Swasey Company, Cleveland, served as 
chairman of the general session during 
the afternoon. Mr. Hugh L. Patch, of 
Standard Oil Company (Ohio), president 
of the Cleveland Control, welcomed the 
members and guests, after which a paper 
on “Inventory Checking and Control” 
was presented by Mr. C. E. Headlee, 
director of industrial accounts of the West- 
inghouse Electric & Manufacturing Com- 
pany, Pittsburgh. The paper was dis- 
cussed by Mr. Paul J. Urquhart, of the 
Aluminum Company of America, Pitts- 
burgh, and Mr. Robert J. Snyder, of Steel 
and Tubes, Inc., Cleveland. 

A paper on “Annual Reports’ was pre- 
sented by Mr. Louis G. Rowe, of the St. 
Louis Control. A general discussion fol- 
lowed. 

President Roscoe Seybold, of The Con- 
trollers Institute of America, acted as 
toastmaster at the dinner. 

Members expressed the hope that the 
Mid-Western Conference would be made 
a fixture of The Institute’s program. The 
conference just conducted took rank, so far 
as attendance is concerned, on a parity 
with similar conferences conducted in 
New York City. 


Accountants Recommended 
(Continued from page 204) 
public interest. A more extensive re- 
view of auditing procedures is in 
process. In the course of its delib- 
erations your committee has con- 
ferred with representatives of the 
following bodies whose interest 
might be affected by the committee’s 
recommendations and has endeav- 
ored to keep them informed of 

progress in the work: 


Advisory Council of State Society 
Presidents 

Controllers Institute of America 

National Association of Cost <Ac- 
countants 

National Association of Credit Men 

National Association of Manufactur- 
ers 








New York Stock Exchange 
Robert Morris Associates 
Securities and Exchange Commission 


Samuel J. Broad, chairman of the 
special committee to revise the bulle- 
tin “Examination of Financial State- 
ments by Independent Public Ac- 
countants” and Edward A. Kracke, 
chairman of the special committee 
on inventories have participated in 
all meetings of the committee. 


Responsibility for Reports 

(Continued from page 199) 
sion of credits and charges to an un- 
analyzed reserve, the combination of 
liability and valuation reserves, or the 
grouping of tangible and intangible 
fixed assets go beyond the loss of in- 
formation that is permissible because 
of the need of getting the statements 
into shorter compass. The transfer of 
items from the income account to sur- 
plus or the reverse is likewise objec- 
tionable. 


EXAMPLE CITED 


In at least one case we were asked to 
give our approval to a bond issue by a 
company which in its published bal- 
ance sheets showed an unsegregated 
fixed property account of some $125,- 
000,000 although at the same time 
the company was reporting to us a 
fixed property account of $93,000,000 
and a separate item labeled ‘Excess of 
Reproduction Cost as Adjusted” of 
$32,000,000. This latter account, 
moreover, was not provided by the 
uniform classification of accounts in 
the state having jurisdiction, and in- 
deed reports to the regulatory commis- 
sion were on the basis of approximate 
historical cost, with no disclosure of 
any “excess.” 

It is possibly fortunate that I am not 
an accountant. It privileges me to crit- 
icize without fear of losing my reputa- 
tion. It enables me to make sugges- 
tions which, from an accountant, might 
be termed ill-considered, if not heret- 
ical. My point is this. Is it a necessary 
feature of accounting that such con- 
cepts as “depreciation,” “maintenance” 
and ‘‘profits,” should be given separate 
and inconsistent definitions for stock- 
holders, for taxing bodies and for 


other governmental agencies? I do not 
believe it is nor that such a situation 
will ultimately endure. 

It seems to me that if a machine 
may, by and large, be expected to wear 
out in five years, then that assumption 
ought to be equally applicable to all 
statements designed to show the cost 
of operations for that five years. In 
consequence, if depreciation on a 
straight-line basis is to be followed in 
an income statement to one govern- 
mental body, it is equally appropriate 
for use before another. Doubtless such 
uniformity is at the present hindered 
or prevented by governing statutes or 
other valid objections. But is it not 
somewhat ludicrous to conceive, even 
as a hypothesis, that a company can 
report its fixed property to one person 
at one figure and at the same time to 
another person at a figure a third 
greater! 


DuTIES AS CONTROLLERS 


These then are your duties as con- 
trollers: to know and record the finan- 
cial health of your patient, the cor- 
poration which employs you; and to 
report your patient’s progress and con- 
dition to its owners. These duties are 
of prime importance to the continuance 
of our present mode of economic or- 
ganization. You, as controllers, are 
the stockholders’ first line of defense 
against an irresponsible management. 
You, as controllers, are also the first in 
line for criticism when trouble comes. 
To discharge your office to the great- 
est benefit of your company and its 
stockholders is your expressed desire. 
To do it well it seems to me that your 
proposal of being appointed by, and 
responsible to, the board of directors is 
a vital need. With added powers over 
intra-corporate policies and activities, 
you will be able, as well as eager, to 
increase your contribution. Before the 
auditor comes, and after he goes, the 
patient’s health is in your hands. You 
are the doctor. 


List of New Officers of 
Controls To Appear in July 

A list of the new officers and directors 
elected by the twenty-two Controls, of 
The Controllers Institute of America, 
will be published in the July issue of 
THE CONTROLLER. Secretaries of Controls 
are asked to make prompt reports to na- 
tional headquarters. 
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® At completion of multiplication 
a quick glance checks accuracy 
of all operator-set factors. Corrections 
may be made, if needed, without clearing 
or resetting entire multiplier. 





® This unique feature also checks post- 
ing and transcribing, if entries are made 
to final work from the three dials of the 
ACCURACY CONTROLLER, and the 
final work is then checked back with 


posting media. 





@ There are four other vital ele- 
ments of the ACCURACY 
CONTROLLER which are 
just as valuable. They elimi- 
nate need of remembering 
any special manipulations to 
obtain right answers. 








Auditors like Marchant’s unprecedent- 
ed Silent Speed and unchallenged ease 


of operation... but they take their hats 
off to its ACCURACY CONTROLLER. 





COPYRIGHT 1939 MARCHANT CALCULATING MACHINE CO, 
PTeTTT ITI ra 


MARCHANT CALCULATING MACHINE COMPANY 


HOME OFFICE: OAKLAND, CALIFORNIA, U. S. A. 
Sales Agencies and Manufacturer’s Service Stations 
in all Principal Cities C-6-39 


ay send us MARCHANT detailed 
FEATURE ANALYSIS. without obligation. 


Gentlemen: 


Name 








Address 


City State 














Get a CLOSE-UP VIEW 


of your business by 


Long Distance 


Controllers find Long Distance telephone ser- 
vice the fastest, clearest, most comprehensive 
way to get a detailed close-up view of their 
business operations. 

Gaps in information can often be filled by 
a single telephone call. Check-ups on far-off 
branches by Long Distance boil down to a 
matter of minutes. For Long Distance goes 


straight to the right spot . . . puts the right 


question to the right man at the right time 
... helps promote harmony and co-ordination 
because it’s personal and tactful. 

And controllers, realizing how they depend 
on Long Distance themselves, quite naturally 
approve its judicious use in other departments. 
They know it’s a good invest- 
ment .. . particularly at the 


present economical rates. 
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WUoLesALers! 
SAVE THOUSANDS OF $! 


PUT DITTO’S HAMMER-AND-NAILS DIRECTNESS INTO YOUR ORDER-BILLING WORK! 





C. C. Taft & Co. certify they save $20,000 annually with Ditto. Union Hdw. 
& Metal Co. saves, speeds work, cuts all error. And so on throughout 
wholesaling. Compare! Ditto betterments will seem “like a gift” to you! 


NOTHING IS RE-WRITTEN 


With Ditto, the salesman’s original order is the first AND 
LAST writing. With photographic accuracy Ditto takes 
that original writing and from it makes all subsequent 
forms needed to fill, ship and bill. 

Orders are filled on all floors at once. Invoice goes with 
order. A ledger card is produced, eliminating posting to 
customers’ accounts. Accounting, credit, collection, are 
simplified. Savings are huge . . . Ditto adapts to all com- 
panies, benefits are most marked in smaller firms. 


GET ACTUAL 
FORMS 


Portfolio of actual 
wholesaling forms 


DITTO, Inc., 2207 W. Harrison Street, Chicago 
Gentlemen: Without obligation please 


( ) Send me Actual Ditto Wholesalers’ Forms 
( ) Arrange a Ditto demonstration for me. 


shows how Ditto Mit Nemes sicccvccaccewsqnecddnwtecebsséceqavetuda 
brings flashing speed, + 

big new economies. ii POPrrrrrerrr rer ritrTrr rr terre Cri 
Send for yours—no Mibiibhatasu ton secitlelacrniiie tiene cee 


obligation. Send 
coupon. 











How I|.A.S. TRAINING 
Meets THE Neeps OF THE INDIVIDUAL 





NE of the interesting features of the course 
O in Accounting offered by the Interna- 
tional Accountants Society, Inc., is its wide 
range of selectivity, which affords the student 
specialized instruction. 

The chart shows how the student can select 
more than one-half his lessons to cover sub- 


jects pertaining to work in which he is most 
interested. 

This elective feature enables the student to 
progress directly to a specific goal. After at- 
taining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining 
subjects. 
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STATISTICS 


10 LESSONS 


EXECUTIVE 
CONTROL 
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10 LESSONS 10 LESSONS 20 LESSONS 





ELECTIVES, COVERING THE 
ADDITIONAL LESSONS, 1S 
TO BE CHOSEN. THE MOST 
LOGICAL COMBINATIONS 
FOR SPECIFIC GOALS ARE 
SHOWN ON THIS CHART 











- 


OFFICE MANAGEMENT 


10 LESSONS 


i. STATISTICS lg BUSINESS OR 
10 LESSONS 


GO LESSONS 





Ne 


Upon request, we will gladly mail our booklet, “Accounting—the Way to Business 
Success,” to anyone who is interested in obtaining full information regarding I. A. S. 
training. Address the International Accountants Society, Inc., 3411 South Mich- 


igan Avenue, Chicago, Illinois. 





INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 


A Correspondence School Since 1903 
3411 SOUTH MICHIGAN AVENUE 


CHICAGO 


ILLINOIS 





